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PREFACE. 


According  to  a  computation  made  in  a  financial  journal 
of  New  York,  the  sales  of  shares,  alone,  of  corporations,  in 
the  year  1904,  upon  the  New  York  Stock  Exchange,  reached 
the  enormous  total  of  about  one  hundred  and  eighty  mil- 
lions (180,000,000),  representing  in  cash,  at  one  hundred 
doUars  per  share,  the  sum  of  eighteen  billions  of  dollars 
($18,000,000,000). 

When  the  aggregate  transactions  for  the  same  period  of 
the  London  Stock  Exchange,  the  Paris  Bourse,  and  the 
other  well-known  bourses  of  the  Continent  are  added  to 
those  of  the  New  York  Stock  Exchange,  it  will  be  appreci- 
ated that  the  capital  involved,  yearly,  in  the  business  of 
dealing  in  shares  and  other  securities,  reaches  figures  which 
are  almost  too  vast  for  human  comprehension.  If  one 
wishes  to  profitably  study  the  financial  and  commercial 
history  of  this  country,  let  him  put  in  juxtaposition  the 
lists  of  the  New  York  Stock  Exchange  of  1882  and  1904— 
the  period  intervening  between  the  publication  of  the  first 
and  second  editions  of  this  work.  They  are  worth  volumes 
of  general  history.  In  view  of  these  facts,  the  occupation 
of  the  Stock-broker,  and  the  dealings  on  th6  Stock  Ex- 
changes, have  become  subjects  of  the  profoundest  concern 
and  of  a  public  interest  which  increases  every  year.  No 
matter  how  true  it  may  formerly  have  been  that  the  opera- 
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tion0  on  the  Stock  Exchange  were  of  interest  merely  to  the 
professional  speculator,  to-day  the  dealings  of  these  bodies 
are  of  national  and  absorbing  importance.  Shares  and 
bonds  of  commercial  corporations  now  constitute  permanent 
investments  in  all  countries;  and  real  estate,  at  one  time 
the  sole  source  of  investment,  has,  in  this  respect,  fallen 
into  a  secondary  rank.  The  securities  of  railroad  and  other 
commercial  companies  not  only  offer  attractive  and  regular 
returns  to  capital,  but  the  shares  may  be  carried  about  by 
their  owners  wherever  they  may  go,  with  more  safety  than 
money,  defying  alike  the  depredations  of  criminals,  the 
ravages  of  time,  or  the  destruction  of  the  elements. 

Brief  allusion  to  some  striking  features  of  Stock  Ex- 
changes is  pertinent  in  this  connection. 

All  securities  which  have  been  admitted  to  their  lists  can, 
as  a  general  rule,  be  readily  converted  into  cash.  Irrespec- 
tive of  the  demands  of  regular  investors,  and  of  the  pro- 
fessional operators  outside  of  the  exchanges  (factors  of  the 
greatest  magnitude  in  these  dealings),  there  is  a  trading  ele- 
ment inside  of  those  bodies — represented  in  the  London 
Exchange  by  the  "Jobber,"  and  in  the  New  York  Ex- 
change by  the  "  Scalper  "  or  "Trader  '* — which  is  ready  at 
a  moment's  notice  to  deal  in,  and  pay  for,  any  number  of 
shares  that  may  be  offered  for  sale;  and  which,  in  times  of 
exciting  panics,  constitutes  a  breakwater  against  great 
financifiJ  disasters.  It  is  universally  conceded  that  without 
the  existence  of  great  public  marts,  like  the  New  York  and 
London  Stock  Exchanges,  the  marvelous  development  and 
progress  of  this  country  would  not  have  been  attained. 
And  this  general  truth  was  recognized  by  BramweD,  L.  J., 
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in  a  leading  case  in  England^  in  which  the  transactions  of 
the  London  Stock  Exchange  had  been  violently  assailed  as 
mere  gambling  devices  and  in  hostility  to  the  true  interests 
of  the  country/  and  who  in  sustaining  those  operations 
said:  ''  I  am  not  sure  that  it  is  a  disadvantage  that  there 
should  be  a  market  where  speculation  may  go  on,  for  it  is 
owing  to  a  market  of  that  kind  that  we  now  have  so  many 
railways  and  other  useful  undertakings/' 

No  one  will  claim  that  Stock  Exchanges  are  institutions 
of  imqualified  good  and  benefit  to  the  community.  They 
have  their  evil  side.  But  it  is  beyond  the  scope  of  this 
work  to  discuss  that  branch  of  the  subject. 

In  May,  1877,  a  commission  ^  was  appointed  in  England 
by  royal  decree  to  inquire  into  the  origin,  object,  present 
constitution,  customs,  usages,  and  mode  of  transacting 
business  on  the  London  Stock  Exchange,  which  reported, 
in  July,  1878,  after  a  careful  study  of  the  subject,  among 
others,  the  following  suggestions  to  Parliament,  then  in 
session  : 

«*  The  main  object  of  the  association  appears  to  be  the  easy  and  ex- 
peditious transaction  of  business,  and  the  enforcement  among  them- 
selTCs  of  fair  dealing. 

**  Our  opinion  is  that,  in  the  main,  the  existence  of  such  an  associa- 
tion, and  the  coercive  action  of  the  rules  whicli  it  enforces  upon  the 
transaction  of  business,  and  upon  the  conduct  of  its  members,  have 
been  salutary  to  the  interest  of  the  public. 

^*  We  recognize  a  great  public  advantage  in  the  fact  that  those  who 
buy  or  sell  for  the  public  in  a  market  of  such  enormous  magnitude  in 
point  of  value  should  be  bound  in  their  dealings  by  rules  for  the  en- 
forcement of  fair  dealing  and  the  repression  of  fraud,  capable  of  afford- 

»  Thacker  v.  Hardy,  L.  R.  4  Q.  B.  Div.  685,  693.  And  a  kindred  re- 
mark was  made  by  Baker,  J.,  in  N.  Y.  &  Chicago  Stock  Exchange  v. 
Chicago  Board  of  Trade,  127  Illinois,  153. 

'  See  post,  p.  969. 
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ing  relief  and  exercising  restraint  far  more  prompt,  and  often  more 
satisfactory,  than  any  within  the  reach  of  the  courts  of  law.'* 

The  commission  closes  its  report  as  follows : 

**  It  is  recommended  by  us,  not  because  we  have  any  reason  to  think 
that  the  present  association  has  at  all,  in  the  main,  fallen  short  of  its 
duties  in  the  past,  but  rather  for  the  purpose  of  strengthening  its 
hands  and  increasing  its  efficiency  in  the  future,  that  the  London  Stock 
Exchange  be  incorporated  either  by  royal  charter  or  an  act  of  Parlia- 
ment; and  if,  preserving  the  element  of  self-government,  additional 
weight  could  be  g^ven  to  the  institution,  and  additional  consideration 
and  reliance  be  bestowed  upon  its  members,  by  investing  the  existing 
association  with  a  public  character  in  the  form  of  a  charter  of  incor- 
poration, we  are  of  opinion  that  it  would  be  a  sensible  gain  to  the 
public." 

At  various  times  within  the  last  century  and  a  half,  the 
legislatures  of  different  Countries  and  States,  acting  under 
a  spasmodic  public  sentiment,  have  sought  to  prevent  spec- 
ulation in  securities  and  stocks  by  enacting  stringent  and 
severe  laws  against  such  practices,  generally  known  as 
"  Stock-jobbing  Acts/'  But,  as  will  be  seen  in  the  fifth 
chapter  of  this  work,  such  laws  have  been  vain  and  futile; 
they  have  been  openly  and  persistently  defied,  and  at 
length,  so  far  as  regards  England,  and  the  States  of  New 
York  and  Pennsylvania,  they  have  been  repealed.^  In 
face  of  this  experience,  it  is  not  too  much  to  affirm  that, 
at  this  day,  when  it  is  almost  impossible  to  distinguish 
legitimate  investment  operations  from  pernicious  specula- 
tions, the  subject  is  beyond  legislative  prevention.  The 
evil  of  excessive  speculation  carries  its  own  corrective ;  the 
blow  falls  upon  its  own  authors  rather  than  on  the  general 
commimity;  and,  although  prices  or  quotations  may  be  af- 
fected or  diverted  by  these  gambling  transactions,  to  the 
temporary  inconvenience  of  the  legitimate  investor,  the 

*  See  Chap.  V,  p.  487  et  seq. 
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inevitable  laws  of  true  value  will  assert  themselves,  and  the 
tide  again  flow  on  in  its  regular  channel. 

Yet  it  may  weU  be  that  occasions  may  occur  when  it  will 
become  the  duty  of  the  General  or  State  Governments  to 
intervene  in  Stock  Exchange  transactions.  When,  and  un- 
der what  circumstances,  such  interventions  may  be  neces- 
sary, it  is  quite  useless  to  speculate.  The  latent  legal  power 
exists,  if  events  should  occur  which  may  unhappily  require 
its  exercise. 

A  Stock  Exchange  fulfils  another  highly  important  mis- 
sion in  forming  a  barrier  between  the  public  and  many  en- 
terprises and  schemes  which  are  constantly  springmg  up  in 
our  midst,  some  of  which  are  manifestly  corrupt,  and  others 
visionary  and  extravagant;  but  all  being  calculated,  by  al- 
luring or  deceitful  representations,  to  induce  the  public  to 
invest  in  them.  For  the  prevention  of  such  schemes  each 
of  the  Stock  Exchanges  has  established  rules  against  the 
listing  of  securities  without  a  previous  rigid  examination 
by  committees  appointed  for  this  purpose,  consisting  of 
well-trained  and  experienced  Brokers;  and  while  at  times, 
as  must  be  expected  from  a  variety  of  causes,  these  rules 
are  eluded  and  defeated,  yet,  in  the  main,  the  character  of 
securities  which  are  enrolled  on  the  list  represent  fair  busi- 
ness enterprises,  and,  although  not  always  fulfilling  the 
liopes  and  expectations  of  their  promoters,  are  nevertheless 
the  fit  subjects  of  speculation  or  investment. 

To  a  discussion  of  the  legal  nature  and  character  of  Stock 
Exchanges,  to  a  history  of  the  various  transactions  made 
in  such  places,  and  to  a  consideration  of  the  reciprocal 
legal  rights  and  duties  which  are  evolved  from  the  relation 
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of  Broker  and  Client,  as  well  as  to  the  nature  and  kind  of 
securities  dealt  in  on  the  Exchanges,  I  have  devoted  this 
work.  In  1875,  discovering  that  there  was  no  legal  treatise 
covering  the  whole  subject,  I  began  the  collection  of  mate- 
rials, which,  after  great  labor  and  expenditure  of  time,  were 
shaped  into  the  first  edition  of  this  work  published  in  1882. 

The  ground  covered  in  the  present  work,  when  the  first 
edition  was  issued,  was  entirely  new,  and  hence  I  did  not 
hesitate  to  discuss  the  various  questions  with  freedom ;  but, 
as  I  trust,  without  dogmatism.  I  take  some  pride  in  the 
fact  that,  so  far  as  I  have  ascertained,  the  statement  of 
principles  by  me;  as  applicable  to  different  questions  em- 
braced in  the  treatise  during  a  period  of  twenty-two  years, 
has  never  been  questioned  by  the  courts  before  which  they 
have  come  for  determination. 

The  new  edition  contains  about  4,692  cases.  The  old 
edition  contained  only  2,277.  So  that  there  have  been 
added  2,415  cases,  an  enormous  increase  of  litigation  in 
twenty-two  years,  making  nearly  200  cases  more  than  were 
decided  during  the  previous  two  hundred  years. 

In  the  preparation  of  the  second  and  third  chapters  of 
this  edition  I  beg  to  acknowledge  the  great  services  ren- 
dered  by  my  partner,  Edmund  Francis  Harding,  Esq.,  who, 
unfortimately,  was  prevented  from  continuing  his  work  by 
exacting  professional  labors,  and  in  the  whole  work  I  have 
had  the  co-operation  of  P.  J.  Power,  Esq.,  without  whose 
care  and  continuous  labor  this  edition  would  not  yet  have 
seen  the  light  of  day. 

John  R.  Dos  Passos. 
January  2,  1905. 
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Chaptbb  r. 

INTRODUCTION. 

Origin  of  Stock-brokers  and  Stock  ExcluingM. 

There  is  a  great  diversity  of.  opinion  respecting  the  origin 
of  the  word  ^^  Broker,"  some  of  the  authorities  maintaining 
that  it  was  originally  applied  to  those  who  broke  up  goods 
into  small  pieces — ^retailers ;  while  others  contend  that  the 
term  is  derived  from  the  Saxon  word  broOj  misfortune,  and 
that  the  name  ^^  Broker  "  comes  from  one  who  was  a  broken 
trader  by  misfortune,  which  is  often  the  true  reason  for  a 
man's  breaking,  and  that  none  but  that  class  of  persons  were 
formerly  admitted  to  that  employment  in  London.^    But  the 

^  JacoVs  Law  Diet,  tit.  "Bro-  diaws  a  bargain  into  i>articnlan 
ken.'*  "  Tlie  •tymology  of  the  (Termes  de  la  Ley,  Cowell).  The 
term  Broker  hae  been  yariocuily  law  Latin  from  ohroeatoTt  how- 
given.  By  some  it  has  been  de-  eyer,  seems  to  point  distinctly  to 
rived  from  the  Saxon  hroe,  misfor-  the  Saxon  abracan  (to  break),  as 
tone,  as  denoting  a  broken  trader;  the  true  root,  which  in  the  old 
the  occnpation  being  formerly  con-  word  abbrochment  ( q.  ▼. )  or  abroaeh- 
fined,  it  is  said,  to  unfortunate  per-  ment,  had  the  sense  of  breaking  up 
SODS  of  that  description  (Tomlins).  good$,  or  selling  at  retail.  A 
According  to  others,  it  was  formed  Broker,  therefore,  would  seem  to 
from  the  French  broieur^  a  grinder  have  originally  been  a  retailer^  and 
or  breaker  into  small  pieces;  a  hence  we  find  the  old  word  aue- 
Broker   being  one  who  beaU   or  iionaritu  (q.  t.)  used  in  both  theio 
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2  Stock-brokers  and  Stock  Exchanges. 

statutes  passed  in  the  reigns  of  Edward  the  First  and  James 
the  First,  hereafter  referred  to,  would  seem  to  indicate  that 
the  latter  view  can  hardly  be  correct.  In  England  the  term 
'^  Broker  "  occurs  in  an  act  of  Parliament  as  early  as  the  year 
1285.^  It  recites,  in  substaoc6;«tbat  whereas  divers  persons 
do  resort  unto  the'eft/*  ^<^iid6n}  from  parts  beyond  the  sea, 
fugiji^es^rdm 'their  own  lands,  and  of  these  some  become 
:  .^  iJBtj^wi^^  ostlers,  and  innkeepers,  etc.,  and  they  do  wear 
: '  fine  clothing,  and  do  eat  costly  meat  and  food,  etc. ;  it  there- 
fore enacts  that  ^^  there  shall  be  no  Broker  in  the  city  except 
those  who  are  admitted  and  sworn  before  the  warden,  mayor, 
or  aldermen."  It  is  evident,  from  a  perusal  of  this  statute, 
that  the  occupation  of  Brokers  in  those  days  was  subverted 
by  persons  who  used  the  name  as  a  cover  to  transact  a  spe- 
cies of  disreputable  pawnbroker's  business ;  and  hence  the 
severe  penalties  of  the  second  section  of  the  act,  which  pro- 
vided that  ^'if  any  other  innkeeper  or  Broker  be  found 
within  the  city,  or  any  other  of  whom  there  is  evil  suspi- 
cion, he  shall  be  arrested  by  the  warden,  or  mayor,  or  the 
sheriffs,  or  the  alderman  of  the  ward,  and  punished ;  viz., 


■enses"  (BttrriH^s  Law  Diet,  tit.  dan,  to  oppress;  and  the  French 
"  Broker  *').  Wharton  gives,  as  broyer,  to  grind.  See  "  Broke " 
the  derlTation  of  the  word,  the  and  **  Broker.**  The  word  **  Bro- 
French  hroceur,  and  the  Latin  ker*'  seems  first  to  occur  in  litera- 
tritar,  a  person  who  breaks  into  ture  in  Piers  Ploughman,  **  Among 
smaU  pieces  (Whar.,  Law  Diet.,  borgeises  have  I  be  Dwellyng  at 
tit.  **  Broker").  Webster  gives  as  London.  And  gart  Backbiting  be 
its  derivation,  the  old  English  bro-  a  brocour.  To  blame  men's  ware.** 
cour^  Norman  French  hroggouVf  It  clearly  means  here  a /atiZt-^nd€r, 
French  hrocanteur.  Under  the  as  in  Provencal  brae  is  refuse.  The 
word  '*  broke,**  to  deal  in  second-  Broker  was  originally  one  who  in- 
hand  goods,  to  be  a  Broker,  Web-  spected  goods  and  rejected  what 
ster  says  it  is  probably  derived  was  below  the  standard  (Wedge- 
from  the  word  Irock.     Worcester  wood). 

derives  it  from  the  Anglo-Saxon       ^  18  Ed.  L,  Stat  ^  Civ.  London, 

^rttcan,  to  discharge  an  office;  bro-  12S5. 
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innkeepers  and  Brokers  shall  be  incapable  of  their  freedom 
and  adjudged  to  prison,  and  the  others  shall  be  punished  by 
imprisonment  or  otherwise."  ^ 

The  next  statute,  passed  in  the  reign  of  James  the  First, 
more  than  three  hundred  years  after  that  just  recited,*  regu- 
lates the  calling  of  Brokers  with  greater  detail  than  the  first 
act^  and  clearly  shows,  by  the  use  of  the  words  "  merchan- 
dise and  wares,"  that  down  to  this  period  the  Broker  in 
money,  stock,  and  funds  had  no  recognized  legal  existence. 
The  preamble  to  the  statute  also  indicates  that  the  regular 
calling  was  and  had  been  a  favored  one :  '^  Forasmuch  as  of 
long  and  ancient  time  by  divers  hundreds  years  there  have 
been  used  within  the  City  of  London  and  Liberties  thereof, 
certain  Freemen  of  the  city  to  be  selected  out  of  the  Com- 
panies and  Mysteries  whereof  they  are  free  and  Members, 
and  the  same  persons  to  be  presented  at  least  by  six  approved 
and  known  honest  persons  of  the  same  Mystery  to  the  Lord 
Mayor  of  London  for  the  time  being,  and  to  the  Aldermen 
his  Brethren,  and  to  be  recommended  by  such  Presenters 
to  be  persons  for  their  known  approved  Honesty,  Integrity, 
and  Faithfulness,  Persons  meet  for  to  be  Broker  or  Brokers." 
It  was  not  until  the  latter  part  of  the  seventeenth  century, 
when  the  East  India  Company  came  prominently  before  the 

1  See  also  2  Crabb'8  Dig.  of  Stat.,  12  Moo.  5d9,  543.  There  is  very 
tit.  "Brokers,'*  261.  There  were  high  authority,  however,  for  as- 
a  class  of  persons  known  to  the  serting  that  the  term  proxenetm 
Romans,  who  were  deemed  public  does  not  occur  in  any  Latin  author - 
officers,  and  who  united  the  func-  before  the  first  century  after  Christ. 
tloDsof  bankers,  exchangers,  Bro-  See  Freund's  Latin  Dictionary,  .re- 
kers,  commissioners,  and-  notaries  vised  by  Lewis  and  Short,  where 
all  in  one,  under  the  description  of  proxenetce  is  thus  given:  **negoti- 
prwteneUB.  (Whar.,  Law  Diet.,  tit.  ator,  factor,  broker,  agent,  Sen. 
"Brokers;'*  Story  on  Ag.  9t)i  ed.  £p.  119;  Mart.  10,  8,  4;  Dig.  60, 
8.80,  Dig.  Lib.  50,  tit.  14,  ch.  8.)  14,8.*' 
Spelmsm,  cited  in  Gibbons  vs.  Rule,       *  1  Jao.  L  o.  21,  1004. 
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public,^  that  trading  or  speculatiDg  in  stock  became  an  es- 
tablished business  in  England;  and  the  term  ^^ Broker," 
which  had  then  a  well-understood  meaning,  was  promptly 
transferred  to  those  persons  who  were  employed  to  buy  or 
sell  stock  or  shares,  and  who  thenceforth  became  known 
as  "Stock-brokers."  In  1692,  William  the  Third  having 
adopted,  for  the  first  time  in  England,  the  system  of  raising 
funds  ^  for  governmental  purposes  by  creating  a  national 
debt, speculations  in  the  "funds  "  and  the  shares  of  the  East 
India  Company  at  once  became  general;'^  and  in  1697  the 
Brokers  and  Stock-jobbers,  to  borrow  from  the  language  of 
the  statute  passed  in  that  year,  had  been  guilty  of  such  "  un- 
just practices  and  designs  "  in  selling  and  discounting  tallies, 
bank  stock,  bank  bills,  shares  and  interest  in  joint  stock,  that 
it  became  necessary  to  pass  a  stringent  act,  by  which  no 
persons  except  regularly  sworn  appointees  were  permitted  to 
act  as  Brokers;  and  the  latter  were  compelled  to  keep  a 
register  in  which  all  contracts  were  to  be  entered  within 
three  days  after  they  were  made,  and  their  compensation 
was  fixed  at  ten  shillings  per  centum.^  And  Best,  C.  J.,  in 
commenting  upon  this  statute,  says:  ''The  statute  8  and  9 
WilUam  III.,  ch.  20,  by  which  the  first  government  loan  was 
raised,  speaks  of  a  new  description  of  '  Brokers ' —  persons 
employed  in  buying  and  selling  tallies,  the  government  se- 
curities of  those  days :  these  have  since  been  called  Stock- 

1  This  company  was  incorporftted  1688  (Tit   **  Funds,*'    Cyclopedia 

by  Queen  Elizabetli  in  1600.  of  Com.  [Waterston]  ). 

3  The  system  of  obtaining  money  <  Francis's       Chronicles       and 

for  government  purposes  by  loans  Characters  of  the  Stock  Exchange, 

is  said  to  have  originated  in  the  24. 

fifteenth  century  in    Venice.     It  *  8  &  0  Wm.  III.  c.  32,  1697,  con- 
was  next  adopted  by  Holland,  and  tinifed  by  11  and   12  Wm.  UL  o, 
was     introduced     into     England  13. 
shortly  after   the   Revolution   of 
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trokersP  ^    Several  other  similar  statutes  were  passed  in  the 
sabsequent  reigns  of  Anne  and  George.' 

An  early  legal  author  (writing  about  the  jear  1813)  gives 
the  following  account  of  Stock-brokers,  which  is  interesting 
in  this  connection  :  ^'  Stock-brokers  are  persons  who  con- 
fine their  transactions  to  the  buying  and  selling  of  property 
in  the  public  funds  and  other  securities  for  money,  and 
they  are  employed  by  the  proprietors  or  holders  of  the  said 
securities.  Of  late  years,  owing  to  the  prodigious  increase 
of  the  funded  debt  of  the  nation,  commonly  called  the  stock, 
they  are  become  a  very  numerous  and  considerable  body, 
and  have  buUt,  by  subscription,  a  room  near  the  Bank, 
wherein  they  meet  to  transact  business  with  their  principals, 
and  with  each  other  ;  and  to  prepare  and  settle  their  pro- 
ceedings before  they  go  to  the  transfer-offices  at  the  Bank, 
the  South  Sea,  and  India  houses,  thereby  preventing  a  great 
deal  of  confusion  at  the  public  offices,  where  the  concourse 
of  people  is  so  great,  during  the  hours  of  transferring  stock, 
that  if  the  business  was  not  prepared  beforehand,  it  would 
be  impossible  to  transact  it  within  the  given  time." '  The 
whole  business  of  stock-jobbing  being  contrary  to  law,  ex- 
cept as  the  persons  acting  as  Brokers  were  licensed,  under 
the  act  of  6  Anne,  ch.  16 ;  and  as  many  other  persons,  irre- 
spective of  the  requirements  of  the  statute,  acted  as  Stock- 
brokers without  having  received  a  license  as  such,  a  nher 
medal  was  given  to  each  licensed  Broker,  having  the  king's 
arms  on  one  side,  and  the  arms  of  the  city  of  London  on  the 
reverse,  with  the  Broker's  name,  which  he  was  ordered  to  pro- 

^  Gibbons  vs.  Rule,  1827,  12  Moo.  Geo.  I.  c.  18, 1719  ;  8  Geo.  II.  o.  81, 

^9  ;  4  Bing.  SOL  1780  ;  7  Geo.  H.  c.  8,  1784. 

*  6  Anne,  o.  16,  1707  ;  10  ibid.  c.  >  Beaw.  Ijex.  Mer.  8rd  ed.  620. 
19, 1711;  12  ibid.  Stat.  2,  c.  16  ;  6 
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duoe  upon  every  occasion  when  he  should  be  required  to 
show  his  qualification  ;  and,  to  give  further  publicity  to  the 
names  of  the  regular  Brokers,  a  list  of  the  licensed  Brokers 
was  annually  printed  by  the  order  of  the  Lord  Mayor  and 
Court  of  Aldermen,  which  was  hung  up  in  the  walks  of 
the  Boyal  Exchange  and  in  Guildhall^  and  at  most  of  the 
reputable  coffee-houses  near  the  Exchange.  In  1708,  the 
year  after  this  act  was  passed,  the  Court  of  Mayor  and  Alder- 
men of  the  city  of  London,  who,  by  the  act  were  permitted 
to  license  brokers,  made  rules  and  regulations  for  the  govern- 
ment of  Brokers,  and  by  virtue  of  which  every  person,  pre- 
viously to  his  being  admitted  a  Broker,  was  required  to  enter 
into  a  bond,  conditioned  for  the  proper  performance  of  his 
employment,  to  the  Mayor,  Commonalty  and  citizens  of 
London,  and  also  to  take  an  oath  to  faithfully  execute  and 
perform  the  oflBce  and  employment  of  a  Broker  without  fraud 
or  collusion.  The  form  of  the  bond  and  oath  may  be  found 
in  the  report  of  a  case  arising  in  1816,  when  these  rules  were 
still  in  force.^  The  Brokers  had  some  years  previously  (about 
the  year  1698,  vide  c.  IX.)  left  the  Royal  Exchange  and  lo- 
cated their  business  in  Change  Alley .^  By  an  act  passed  in 
1870,*  called  the  "  London  Broker's    Relief  Act,"  the  re- 

^Ex   parte  Dyster,  1  Mer.  155;  inscription,   **  Morgan     Taughan, 

Clarke  vs.  Powell,  4  B.  <&  Ad.  846.  Hatter,  Hosier,  and  Stock-broker, 

*  **  Jonathan's  *'  Coffee-house,  in  No.  7  Finch  Lane,  Cornhill,  Lon- 

Change  AUey,  the  general  mart  for  don,'*  from  which  it  would  appear 

Stock-jobbers,  was  the  precursor  of  that    Stock- brokers    and    jobbers 

the    present   Stock   Exchange  in  could  combine  their  callings  with 

Capel  Court. — ^Addison  in  Sir  R.  other  forms    of    business.     Galig- 

De  Coverley.     Among  the  relics  of  nani's  Messenger,  Jan.  1,  1801. 

these  earlier  days,  collected  by  a  *  33  <&  34  Vict   c.  60.     In  the 

Stock    Exchange    antiquarian,    is  year  1884  the  last  remnant  of  the 

an  illustrated    card  or  advertise-  city's  authority  was  swept  away, 

ment  plate,  whereon  a  shield   is  47  Vict  c.  3.  Tide  o.  IX. 
suspended  from  a  tree  with  tlie 
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strictioDs  and  gaards  which  were  formerly  placed  upcm 
Stock-brokers  were  removed,  and  the  jurisdiction  of  the 
Court  of  Aldermen  over  Brokers  ceased.  The  efFect  of  this 
act  is  practically  to  enable  any  person  to  exercise  the  call- 
ing of  Broker  in  London,  outside  of  the  Stock  Exchange  ; 
and  this  result  seems  to  be  justly  deplored  in  the  Report  of 
the  Eoyal  Stock  Exchange  Commission  presented  to  Parlia- 
ment  in  1878.^ 

The  advantage  of  employing  Brokers  as  intermediaries,  in 
the  purchase  and  sale  of  property,  seems  to  have  been  early 
recognized  among  the  merchants ;  and  a  very  old  writer  on 
the  law  merchant  says,  "  It  is  an  old  proverb,  and  very  true, 
that  between  wJiat  wiU  you  buy  t  and  what  mil  you  sell  t  there 
is  twenty  in  the  hundred  differing  in  the  price,  which  is  the 
cause  that  all  the  nations  do  more  effect  to  sell  their  commod- 
ities with  reputation  by  means  of  Brokers  than  we  do ;  for 
that  which  seems  to  be  gotten  thereby  is  more  than  double 
lost  another  way.  Besides,  that  by  that  course  many  differ- 
ences are  prevented  which  arise  between  man  and  man  in 
tbeir  bargains  or  verbal  contracts ;  for  the  testimony  of  a 
sworn  Broker  and  his  book  together  is  sufficient  to  end  the 
same."  * 

The  Venetians,  says  Malynes,  had  an  office  called  2£e9- 
sdcaria  (Messageria  ?),  consisting  only  of  Brokers  who  dealt 
between  man  and  man ;  ^^  and  in  Spain  they  are  of  such  esti- 
mation that  they  ride  on  horseback,  upon  their  foot-cloths ; 
and,  having  the  invoices  of  merchants'  goods,  they  will  deal 
for  great  matters  at  a  time,  against  the  lading  of  the  fleet 
from  Nova  Espagna,  and  the  islands  of  the  West  Indies,  to 
be  paid  partly  ready  money  and  partly  at  the  return  of  the 

^  See  post,  p.  947.  *  MaL  Lex  Mer.  148  (1S2S). 
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said  fleet ;  and  these  afterwards  let  you  understand  their 
merchant. "  * 

The  origin  of  stock-certificates — dealings  in  which,  at  the 
present  date,  constitute  the  main  business  of  Stock-brokers — 
cannot  in  England  be  satisfactorily  traced  beyond  the  middle 
of  the  seventeenth  century.  Such  species  of  property  was 
altogether  unknown  to  the  law  in  ancient  times,  nor,  indeed, 
was  it  in  usage  and  practice  until  a  short  period  antecedent  to 
the  passage  of  the  Bubble  Act  in  the  reign  of  George  the 
First.* 

Although  it  is  fully  established  that  mercantile  or  com- 
mercial corporations  existed  among  the  Komans,'  and  though 

1  Mai.  Lex.  Mer.  143.  bourses  aotnelles  ^*  (Droit  Commer- 
>  Garrard  vs.  Hardey,  5  Man.  &  cial,  **  Bourses  de  Commerce/' 
6.  471,  48S.  par  B^darride).  But,  according  to 
'Ang.  A  Ames  on  Corps.  (11th  Livy  (ii.  27),  the  Collegium  Merca- 
ed.)  §46:  **  A  Collegium  MercatO"  torum  does  not  belong  to  this  pe- 
rum  existed  at  Rome  498  B.  C.  ;  riod.  Livy  says  that  "when  the  con- 
but  the  modern  bourse,  from  the  suls  were  disputing  which  of  them 
Latin  buraat  a  purse,  originated  should  have  the  honor  of  dedicat- 
about  the  fifteenth  century,  ing  a  temple  to  Mercury,  the  ques- 
Bourges  and  Amsterdam  contend  tion  was  referred  to  the  people; 
for  the  honor  of  haying  erected  the  and  the  Senate  decreed  that  which- 
first  bourse.  The  Paris  Bourse  soever  of  the  consuls  should  be 
was  erected  in  180S'*  (Johnson^ s  chosen  should  also  form  a  **  CoUe- 
NewUniy.  Cyclop,  tit.  **  Bourse  ").  gium  Mercatorum,"  or  association 
"  i.  Rome,  malgr^  que  le  commerce  of  corn-dealers,  to  help  him  and 
n'y  f  iit  pas  en  grande  consideration,  the  priest  in  religious  and  mercan- 
nous  trouvons  ce  m^me  usage  pub-  tile  matters  related  to  the  temple, 
liquement  pratique.  Tite  Live  But  the  plan  fell  through,  and  it 
nous  apprend,  en  effet,  qu'en  Van  does  not  appear  that  tlie  **Colle- 
259  de  sa  fondation,  sous  le  cod-  gium*'  was  ever  formed;  nor  that 
sulat  d'Appius  Claudius  et  de  Pub-  it  would  have  had,  if  formed,  any- 
lius  Servilius,  on  construisit  un  thing  but  a  religious  significance. 
vaste  Edifice,  dont  les  vestiges  por-  Accordingly,  tlie  above  citations 
tent  encore  le  nom  de  Loggia^  et  seem  to  be  unfounded.  The  near- 
qui,  sous  la  denomination  de  Col-  est  approach  to  a  Stock  Exchange 
legium  Mercatorum,  avait  une  des-  membership  in  ancient  times  was 
tination  analogue  ^  celle  de  nos  the  right  of  ownership  in  a  **  gild" 
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much  light  has  been  thrown  upon  the  character  and  mode 
of  conducting  these  bodies,^  there  is  an  utter  dearth  of  in- 
formation respecting  the  form  and  manner  by  which  owner- 
ship in  the  corporate  property  was  attested  and  established. 
The  Boman  law  required  three  persons  to  organize  a  cor- 
poration ;*  and  as  each  body  had  at  least  that  number  of 
members,  if  not  more,  it  would  seem  but  natural  that  a  cer- 
tificate, or  some  other  substantial  muniment  of  title,  should 
have  been  issued  by  the  corporation  to  its  respective  members, 
in  which  the  proportion  of  interest  of  each  in  the  capital  or 
corporate  property  of  the  association  appeared.  But  whether 
a  certificate  was,  in  fact,  issued,  and,  if  so,  was  regarded  as 
property  capable  of  sale  or  other  negotiation,  and  of  vest- 
ing in  the  representatives  of  the  owner,  on  his  decease,  or 
whether  the  corporations  were  all  of  the  nature  of  guilds  con- 
ferring upon  the  members  m&te personal  rights — ^all  of  these 
questions  seem  now  to  be  incapable  of  solution ;  and  the 
Koman  law,  which  sheds  such  floods  of  light  upon  commercial 
subjects,  apparently  leaves  the  abovemattersin  total  darkness. 
In  England  stock-certificates  were  not  introduced  into 
the  courts  of  law  for  many  years  after  they  had  become  es- 

or  "guild."    A  person* s  **ijri2da**  Though  in  Rome,  it  seems,  corpo- 

that  is  his  right  as  a  member  of  the  rations  did  not  require  charten 

gild  is  treated  as  an  object  of  own-  from  the  State,  the  latter,  by  vir- 

ership.     VTith  the  consent  of  the  tue  of  its  police  power,  suppressed 

Court  (evolved  out  of  the  fratem-  those  which  appeared  tobedanger- 

ity)  a  man  might  give  or  sell  it    If  ous,   mostly   those  of  a  political 

be  be  dispossessed  of  it  then  it  will  character.    In  order  to  determine 

descend  to  his  heir.      History  of  whethersuch  a  corporation  existed, 

English  Law  (Pollock  <&  Maitland),  the  words  ires  fadunt  collegium 

vol.  1  (2d  ed.),  p.  668.  were  used.    But  that  a  corporation 

^  Brown^s  Lect.  Civ.  Law  (2d  ed. ),  could  exist  with  only  one  member 

141.  left  is  well  settled  (1.  7,  2,  D.  3,  4,). 

'  Tre9  fadunt  collegium,  Ang.  &  Gaudsroit  Pandects,  1. 71, 1 ;  Wind- 
Ames  on   Corps.    (11th  ed.);  Or-  Scheldt,  I.  60,  8;  Amdts,  44,  2. 
tolan's    Hist.    Roman    Law,  606. 
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tablished  in  the  mercantile  community ;  for  Lord  Mansfield, 
in  1770,^  in  a  case  wherein  it  was  contended  that  such  cer- 
tificates were  mon^^  in  deciding  against  that  view,  said  : 
"  This  is  a  new  species  of  property  arisen  within  the  compass 
of  a  few  yehrs.  It  is  not  money."  ^  The  Bubble  Act '  having 
been  repealed,*  it  was  held  ^  that  the  formation  of  a  company, 
the  stock  in  which  should  be  transferable,  was  not  an  offence  at 
common-law.     And  this  doctrine  was  subsequently  affirmed.* 

A  Stock  Exchange  or  Bourse,  in  the  sense  in  which  it  is 
considered  in  this  work,  is  also  a  creation  of  modem  times. 

An  Exchange  was  erected  in  Cornhill,  London,  in  1571, 
but  it  was  used  exclusively  by  dealers  and  Brokers  in  mer- 
chandise. This  structure  was  destroyed  in  the  great  fire  of 
1666 ; '  but  it  was  not  until  several  years  after,  when  it  was 
rebuilt,  that  the  Brokers  in  funds  and  stock  were  assigned  a 
portion  of  the  building  for  the  transaction  of  their  business. 

In  1698  the  Stock-jobbers,  annoyed  by  the  objections  made 
to  their  remaining  in  the  Boyal  Exchange,  and  finding  their 
numbers  seriously  increased,  removed  to  Change  Alley,  a 
large  and  unoccupied  space,  where  extensive  operations  might 
be  carried  on? 

In  the  ¥nited  States  there  seems  to  be  no  trace  of  a  Stock 
Exchange  until  about  the  beginning  of  the  present  century, 

1  Nightingale    vs.     Devisme,     5        ^Johnson^s  Kew  Uniy.  Cyclop. 

Burr.  25S9.  tit  **  Stock  Exchange.'* 

'  To  same  effect,  Jones  vs.  Brin-       ^  Francis's  Chronicles  and  Char- 
ley, 1  £ast.  1.  acters    of    Stock    Exchange,    24. 
«6  Geo.  I.  c.  18.  The  **  cannibals  of  Change  Alley" 
^  6  Geo.  IV.  c.  91.  is  a  name  Lord  Chatham  once  ap- 
'  Garrard  vs.  Hardey,  5  Man.  and  plied  to  the  Stock-jobbers.     Galig- 
G.  471.  nani's    Messenger,    Jan.    1,    1891. 
^  Harrison  vs.  Heathom,  6  Man.  See  also  Report  of  Royal  Stock  Ex- 
and  G.  81;  1  Pars.  Con.  (6th  ed.)  change    Commission,    July,   1878, 
144  and  post,  p.  971. 
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at  which  time  there  existed  in  Philadelphia  a  Board  of  Stock- 
brokers, possessing  a  formal  organization  and  regular  consti- 
tution, which  the  Brokers  in  Kew  York,  in  1817,  used  as  a 
model  in  framing  the  rules  of  their  own  Exchange.^ 

Although  there  is  in  the  archives  of  the  New  York  Stock 
Exchange  a  document  bearing  date  May  17, 1792,  signed  by 
a  number  of  Brokers,  in  which  it  is,  inter  aliay  stated  that 
^We,  the  subscribers.  Brokers  for  the  purchase  and  sale  of 
public  stock,  agree  to  do  business  at  not  less  than  one  fourth 
of  one  per  cent.,"  no  organization  appears  to  have  been 
formed  in  the  city  of  Kew  York  until  the  year  1817,  when 
a  constitution  was  adopted,  which  is  no  longer  in  existence, 
it  having  been  destroyed  in  the  great  fire  of  1835.' 

It  appears  that  in  the  beginning,  the  dealings  of  the  Stock- 
brokers in  this  country  were  confined  to  speculations  in  Gon- 

1  Medbery^s  Men  and  Mysteries  York  dealers  in  public  stock  met 

of  WaU  Street,  286.  together  in  a  Broker's  office,  and 

s  *«  The  earliest   annals  of    the  signed  their  names,  in  the  bold, 

New  York    Stock  Exchange   are  strong  hand  of  their  generation,  to 

meagre,   the  fire  of    1835  having  an  agreement  of  the  nature  of  a 

destroyed  the  record  of  the  consti-  protective  league.      The  date  of 

totion  adopted  in  1817,  the  date  of  this  curious  paper  is  May  17,  1792. 

its  first  regular  organization.     A  The  volume  of  business  of  all  these 

tablet  in  the  wall  of  the  present  primitive  New  York  brokers  could 

room  recites  that   the  Exchange  not  have  been  much  above  that  of 

was  founded  in  1792,  but  the  evi-  even  the  poorest  first-class  Wall 

dence  of  that  exists  only  in  a  doc-  Street  house  iu  our  time.     The 

nment  still   preserved  among  its  Revolutionary     *  shinplasters,*    as 

archives''  (Jqhnson's  New  Univ.  the  irreverent  already  styled  them. 

Cyclop,    tit.   *^  Stock    Exchange,"  were  spread  over  the  land  in  such 

by  Strong  Wadsworth).  plenty  that  there  were  a  hundred 

The  following  account  is  from  dollara  to  each  inhabitant    Some- 

Medbery's   Men  and  Mysteries  of  thing  was  to  be  made,  therefore. 

Wall      Street,      286:  "...  when  from  the  fluctuations  to  which  they 

Washington   was    President,    and  were  liable.     Indeed,  one  of  the 

Continental  money  was  worth  a  greatest  Broker  firms  of  subsequent 

trifle  more  as  currency  than    as  years  derived  its  capital  from  the 

waste   paper,  some  twenty   New  lucky   speculations  of  its  senior 
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tinental  money ;  but  when,  in  1812,  the  United  States  gov- 
ernment issued  Treasury  notes  and  negotiated  loans  to  the 
amount  of  many  millions  of  dollars,  the  dealings  embraced 
all  these  securities,  beside  operations  in  the  stocks  of  banks, 
which  were  being  rapidly  formed  in  all  parta^of  the  country. 
From  the  year  1820,  when  the  real  history  of  the  New  York 
Stock  Exchange  may  be  said  to  have  commenced,  it  has 
gone  on  steadily  increasing  in  its  members,  power  and  in- 
fluence, until  to-day  it  can  be  safely  affirmed  to  be  the  most 
powerful  organization  of  the  kind  in  the  world ;  and  by 
forming  a  mart  where  all  kinds  of  securities  can  be  promptly 
converted  into  cash,  it  has  largely  contributed  to  the  devel- 
opment and  wealth  of  the  country  by  encouraging  and  sus^ 
taining  our  great  railroad  systems,  which  have  brought  all 
parts  of  the  Eepublic  into  a  closer  relation  to  each  other,  and 
firmly  strengthened  the  union  and  prosperity  of  the  States. 

member  in  this  currency.  '*The  dealers  met  in  the  room  of  an  as- 
war  of  1812  gave  the  first  genuine  sociate,  and  voted  to  send  a  dele- 
impulse  to  speculation.  The  gov-  gate  over  on  the  stage  line  to  in- 
ernment  issued  sixteen  millions  in  vestigate  the  system  adopted  in  the 
Treasury  notes,  and  put  loans  rival  city.  The  visit  was  success- 
amounting  to  one  hundred  and  f ul ;  and  the  draft  of  a  constitution 
nine  millions  on  the  market,  and  by-laws,  framed  from  that  of 
There  were  endless  fluctuations,  the  Philadelphia  Board,  received 
and  the  easy-going  capitalists  of  the  final  approbation  of  a  sufficient 
the  time  managed  to  gain  or  lose  number  of  the  brokers  to  enable 
handsome  fortunes.  Bank  stock  the  New  York  Stock  Exchange  to 
was  also  a  favorite  investment,  become  a  definite  fact.  Three 
An  illustration  of  one  of  the  years  after,  on  the  2l8t  of  Feb- 
sources  of  money-making  to  ruary,  1820,  this  preliminary  code 
Brokers  at  this  period  is  found  in  of  rules  received  a  thorough  revi- 
the  fact  that  United  States  6^s  of  sion,  and  the  organization  was 
1814  were  at  50  in  specie  and  70  in  strengthened  by  the  accession  of 
New  York  bank  currency.  some  of  the  heaviest  capitalists  in 
**  In  1816  one  could  count  up  the  city.  Indeed,  with  1820,  the 
two  hundred  and  eight  banks  with  real  history  of  the  Exchange  may 
a  capital  of  982,000,000.  .  .  .  **One  properly  be  said  to  commence.** 
day  in  1817,  the  New  York  stock- 
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Chaftsb  II. 

liSGAL  NATURE  OF  STOCK  EXCHANGES  ;  CHARACTER  AND 
INCIDENTS  OF  MEMBERSHIP  THEREIN  ;  AND  RULES  AND 
REGULATIONS  THEREOF. 

I.  OrgcmizcUion  of  Stock  and  other  .Exchanges, 
IL  General  Legal  Nainire  of  Unincorporaled  Stock  Ed- 
cha/ngee. 
IIL  Stock  Eccha/nge  not  a  Partnership. 
lY.  Not  a  Corporation  or  Incorporated  Jdnt^tock  Aeso- 
ciation, 
Y.  Rights  of  Ifemhers  in  Property  Held  hy  Nofkrinoor- 
porated  Stock  Exchanges. 
YI.  Liability  of  Members  for  Debts^  etc. 
VIL  Suits  ly  and  against  the  Stock  Exchanges. 
VI I L  Rules  o/nd  Regulations  of  Stock  Exchanges. 
(a.)   General  Power  to  Make  Rules, 
(b.)  Power  of  Suspension  and  Expulsion. 
(c.)  Bule  Oivifig  Members  of  Exchange  Lien  on  Proceeds 
of  Defaulting  Members^  "  Seats y*'  etc.y  in  Pref- 
erence to  other  Creditors^  not  Illegal, 
{d.)  Stock  Exchange  cannot  Take  Cognizance  of  Matters 
Arising  outside   of^   and  Disconnected   unth^    the 
Purpose  of  its  Organization. 
(e.)  Members  not  Bound  by  Rules  which  Prevent  Re^ 
course  to  Courts  of  Law. 
IX.  Liability  of  "  Seats  "  in  Exchanges  to  Legal  Process^ 
21.  LiabUnty  of  "  Seats  "  to  taxation. 
JT/.  Oratmty  Trust — Life  Insuromce^ 
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I.  Organization  of  Stock  and  otlier  Exelianges. 

The  New  York  Stock  Exchange  is  an  unincorporated 
association  of  more  than  one  thousand  members  and  exists 
under  a  written  constitution.^ 

The  constitution  vests  the  whole  government  of  the  Ex- 
change in  forty  members,  elected  in  classes,  to  serve  one, 
two,  three,  and  four  years,  together  with  the  president  and 
treasurer,  making  in  all  forty-two  persons,  called  the  "  Gov- 
erning Committee." 

All  applications  for  membership  are  publicly  announced 
by  the  presiding  of9cer,  with  the  names  of  the  proposer  and 
seconder.  Every  applicant^  must  be  twenty-one  years  of 
age  ;  and  any  wilful  misstatement  by  any  applicant  for 
admission,  upon  a  material  point,  shall,  in  certain  cases, 
subject  the  offending  party  to  loss  of  membership.  It  is 
now  a  prerequisite  to  admission  that  an  applicant  shall  be 
a  citizen  of  the  United  States. 

The  Constitution  of  the  New  York  Stock  Exchange  states 
(Art  I.)  its  object  thus  :  "  Its  object  shall  be  to  furnish 
exchange  rooms  and  other  facilities  for  the  convenient 
transaction  of  their  business  by  its  members,  as  Brokers ;  to 
maintain  high  standards  of  commercial  honor  and  integrity 
among  its  members  ;  and  to  promote  and  inculcate  just 
and  equitable  principles  of  trade  and  business." ' 

^  People  ex  rel.  Lemmon  vb.  Feit-  case  of  People  ex  rel.  Lemmon  vs. 

ner,   167  N.  Y.   1-4;  Commercial  Feitner,  167  N.  Y.  4,  may  be  quot- 

Telegram    Co.  vs.  Smith,  47  Hun,  ed:  *'The  principal  purposes  and 

494-497;   Matter   of   Renville,   46  objects  of  the  association  (the  New 

A.  D.  (N.  Y.)  37-42.  York  Stock  Exchange)  are  the  af- 

'Art.  XIII.,  §1,  Const.  N.  Y.  fording  to  members  facilities  for  the 

Stock  Exchange.  transaction  of  business  as  Brokers 

'  The  following  extract  from  the  in  stocks,  bonds  and  other  securi- 

opinion  of  Bartlett,  J.,  in  the  recent  ties,  the  providing  for  a  convenient 
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The  constitution  of  the  New  York  Stock  Exchange 
sets  forth  the  manner  in  which  the  business  shall  be  con- 
ducted, the  rates  of  commission  to  be  charged,  and  the  acts 
or  omissions  which  constitute  a  ground  for  dismissing  a 
member.  Such  of  these  provisions  as  are  important,  and 
which  have  been  made  the  subject  of  legal  adjudication, 
will  be  particularly  noticed  hereafter.* 

The  Philadelphia  and  San  Francisco  Stock  Exchanges 
(the  latter  known  as  the  Stock  and  Exchange  Board)  are 
unincorporated  associations  organized  in  the  same  manner 
as  the  New  York  Stock  Exchange.' 

The  Company  of  Associated  Stockbrokers  (of  San  Fran* 
dsco)  is  a  corporation  without  capital  stock  composed  of 
the  members  of  the  unincorporated  association  (the  San 
Francisco  Stock  and  Exchange  Board)  and  was  formed  for 
the  purpose  of  purchasing  land  and  buUdiug  thereon  a  Stock 
Exchange  out  of  funds  contributed  by  the  Stock  and  Ex- 
change Board.' 

The  Chicago  Stock  Exchange  was  formed  as  a  voluntary 
unincorporated  association  in  the  year  1882  and  its  constitu- 
tion is  modelled  on  those  of  the  New  York,  Philadelphia 
and  San  Francisco  Stock  Exchanges.^ 

The  other  Stock  Exchanges  in  the  United  States  and 
Canada  are  those  which  have  been  organized  as  unincor- 
porated associations  or  corporations  in  the  following  cities, 

exchange  or  salesroom  for  the  trans-  London  Stock  Exchanges  will  be 

action  of  such  business,   and  the  found  in  the  Appendix, 

maintenance  of  rectitude  and  hon-  '  Vide  Leech  vs.  Harris,  2  Brew, 

orable  deatings  between  its  members  (Pa.)  575,  576;  Hyde  vs.  Woods,  2 

in    their    business    transactions."  Sawy.  655,  aff'd  94  U.  S.  (4  Otto) 

See  also  Bemheim  v.  Keppler,  34  523. 

Misc.  321.  *  Qute  vs.  Loveland,  68  Cal.  254. 

1  Full   copies  of  the  Rules  and  *  Clews  vs.  Jamieson,  182  U.  S. 

Begulations  of  the  New  York  and  462. 
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viz.:  Boston,^  St.  Louis,  Baltimore,  Pittsburg,  Cleveland, 
Cincinnati,  Denver,  Detroit,  Kansas  City,  New  Orleans, 
Providence,  Los  Angeles,  Indianapolis,  Richmond,  Wash- 
ington, Montreal  and  Toronto. 

The  Chicago  Board  of  Trade '  was  unincorporated  prior 
to  its  incorporation  by  special  act  on  February  18,  1859.' 
Although  the  Board  is  incorporated,  it  is,  in  effect,  but  a 
voluntary  association,  not  maintained  for  the  transaction 
of  business,  or  for  pecuniary  gain.' 

The  Ne  w  York  Produce  Exchange  was  incorporated  by  spe- 
cial statutes  (L.  1862,  c.  359 ;  L.  1867,  c.  30),  its  former  name 
having  been  the  "New  York  Commercial  Association."* 
The  use  of  the  word  "  Produce  "  in  its  present  corporate 
name  does  not  restrict  its  dealings  to  agricultural  produce." 

The  New  York  Cotton  Exchange  is  also  a  corporation 
formed  under  Laws  of  1871,  c.  365.' 

A  considerable  number  of  other  exchanges  and  mercantile 
associations  have  also  been  organized  either  as  corporations 
or  unincorporated  associations  and  transact  their  business 
in  the  city  of  New  York,  such  as  the  New  York  Mer- 
cantile Exchange,  the  Consolidated  Stock  and  Petroleum 
Exchange,  tbe  Coffee  Exchange,  the  Consolidated  Milk 
Exchange,  the  Clearing  House  of  the  New  York  Stock 
Exchange,  the  Consolidated  Clearing  House  of  New 
York,  the  Merchants  Credit  Exchange,  the  Metropolitan 

^  The  Boston  Stock  Exchange  is  Trade,  80  111.  134;  Boaid  of  Trade 

an  unincorporated  association.  Cur-  vs.  Nelson,  162  111.  431. 

rier  vs.  Studley,  159  Mass.  17.  *  In  re  Haebler  vs.   New  York 

*  New    York,    etc..    Stock    Ex-  Produce  Exchange,  149  N.  Y.  419. 

change  vs.  Board   of   Trade,    127  •  In  re  Haebler  vs.  N.  Y.  Produce 

m.  153;   Priv.  Laws,  111.  1859,  p.  Exchange,  supra. 

13.  '  People  ex  rei.  Khron  vs.  Miller, 

'People  ex  rel.  Rice  V9,  Board  of  30  Hun,  557. 
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Mining  Exchange,  the  International  Mining  Exchange, 
the  Chamber  of  Commerce,  the  Harlem  Board  of  Com- 
merce, the  Italian  Chamber  of  Commerce  in  New  York, 
the  New  York  Dry  Goods  Exchange,  American  Horse 
Exchange,  the  Board  of  Real  Estate  Brokers,  the  Seal  Es- 
tate Salesroom,  the  Builders  Brokers  Exchange,  the  Build- 
ing Material  Exchange,  the  Choir  Exchange,  Crockery 
Board  of  Trade,  Cut  Flower  Exchange,  Hay  Exchange, 
the  Lager  Beer  Brewers  Board  of  Trade,  Leaf  Tobacco 
Board  of  Trade,  Maritime  Exchange,  Mechanics  and  Traders 
Exchange,  National  Bailway  Exchange,  Fniit  Exchange, 
Furniture  Board  of  Trade,  Furniture  Exchange,  Metal  Ex- 
change, Ketail  Coal  Exchange,  Southern  California  Fruit 
Exchange,  and  the  U.  S.  Export  Association,  and  numerous 
similar  associations  and  corporations  have  been  organized 
in  the  other  chief  cities  of  the  Union. 

A  corporation  was  created  by  chapter  279,  New  York 
Laws  of  1868,  called  the  ^^  Public  Exchange,"  the  name  be- 
ing subsequently  changed  to  the  Mutual  Trust  Company, 
having  power  to  establish  and  conduct  in  the  City  of  New 
York  an  Exchange  for  the  daily  meeting  of  merchants,  bank- 
ers and  tradesmen  and  for  the  convenient  delivery  and  in- 
terchange of  stocks  and  bonds  and  other  securities  between 
the  dealers  therein,  and  for  other  purposes.  The  corpo- 
ration was  judicially  dissolved  in  1884.^ 

By  Laws  of  New  York  of  1886,  c.  833,  corporations  or 
associations  may  be  organized  to  foster  trade  and  commerce. 
This  statute  was  held  not  void  as  against  public  policy.^ 

^  People  V8.  Mutual  Trust  Co.,  96  this  charter,  see  Brown  vs.  Mutual 

N.  Y.  11.    As  to  nature  of  seats  in  Trust  Co.,  22  W.  D.  395. 

the   Exchange    (American   Mining  'Re3molds  vs.  Plumbers'  Assn., 

Stodc  Exchange)  organized  under  03  N.  Y.  S.  303. 

2 
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Under  the  "  Membership  Corporations  Law  "  of  New  York, 
Art.  XI.,  there  may  be  formed  as  corporations,  boards  of 
trade  or  exchanges, "  for  the  purpose  of  fostering  trade  and 
commerce,  or  the  interests  of  those  having  a  common  trade, 
bosiness,  financial  or  professional  interest,  to  reform  abuses 
relative  thereto,  to  secure  freedom  from  unjust  or  unlawful 
exactions,  to  diffuse  accurate  and  reliable  information  as  to 
the  standing  of  merchants  and  other  matters,  to  procure 
uniformity  and  certainty  in  the  customs  and  usages  of 
trade  and  commerce,  and  of  those  having  a  common  trade, 
business,  financial  or  professional  interest,  to  settle  differ- 
ences between  its  members  and  to  promote  a  more  enlarged 
and  friendly  intercourse  between  business  men."  ^ 

A  Stock  Exchange  by  the  name  of  "  The  New  Jersey 
Stock  Exchange  "  was  incorporated  by  an  act  of  the  Legis- 
lature of  that  state,  approved  March  16, 1875  (N.  J.  L.  1875, 
ch.  130).  The  act  does  not  show  where  the  Exchange  was 
to  be  located,  and  no  public  organization  seems  to  have 
been  effected  under  it.  Provision  is  now  made  by  ch.  138, 
Laws  of  New  Jersey,  1890,  for  the  incorporation  of  boards 
of  trade  or  chambers  of  commerce,  and  similar  associations. 
See  also  Stat.  Indiana  (1875,  ch.  5,  §§  1,  2  and  3),  providing 
for  the  organization  of  boards  of  trade,  commercial  or  real 

^Although  Buch   a  corporation,  memberehip  or  mixed  corporation, 

having  a  capital  stock,   and  dis-  and  the  provisions  of  sec.  33  of  the 

tributing  profits  amongst  its  mem-  latter  law,  as  to  conflicting  laws, 

bers,  might  come  within  the  defini-  would  render  its  organization  under 

tion  of  a  Stock  Corporation  (Gen.  the  Membership  Corporations  Law 

Corp.  Law  of  N.  Y.  §  2)  and  be  sufficient;  although  such  a  corpora- 

therefore  required  at  first  sight  to  tion  organized  under  a  law  repealed 

organize  under  the  Business  Cor-  by  the   Membership  Corporations 

porations  Law,  it  is  submitted  that  Law  is  not  governed  by  the  latter, 

the  reference  to  such  a  corporation  §  131. 
in  sec.  1  of  the  C^en.  Corp.  Law,  as  a 
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estate  exchange  chambers  of  commeroe,  or  other  com- 
mercial organizations. 

Corporations  may  be  formed  for  a  like  purpose  in  Cali- 
fornia (§  591,  Pomeroy's  Civ.  Code),  and  the  statutes  of 
Pennsylvania  (P.  L.  June  10, 1893,  417)  and  of  Wisconsin 
and  Kansas  also  provide  for  the  organization  of  boards  of 
trade  and  business  exchanges.  The  Pittsburgh  Stock  Ex- 
change was  held  entitled  to  a  charter  of  incorporation  under 
the  Corporation  Law  of  1874,  enabling  corporations  to 
organize  for  ^^  trade  or  commerce."  ^  Some  of  the  States 
however  prohibit  such  organizations.  In  Louisiana  cor- 
porations for  mercantile,  or  conmiission  brokerage,  stock- 
jobbing, or  exchange  business  are  prohibited,  and  in 
Connecticut,  corporations  for  dealing  in  bonds,  notes  or 
other  evidences  of  debts,  cannot  be  organized. 

The  Company  of  Associated  Stock-Brokers  (San  Fran- 
cisco) is  a  corporation  composed  solely  of  the  voluntary 
association,  9fapra? 

Nearly  all  of  the  Stock  Exchanges  organized  in  the  United 
States  are  unincorporated  associations,  whilst,  on  the  other 
hand,  the  majority  of  the  Produce  Exchanges  have  been 
formed  as  corporations. 

Although  we  have,  in  this  subdivision,  given  a  reference 
to  the  principal  Produce  Exchanges,  this  chapter  will 
chiefly  treat  of  the  legal  nature,  character  and  incidents, 
and  the  rules  and  regulations  of  unincorporated  Stock  Ex- 
changes. For  a  more  extended  consideration  of  the  nature 
and  incidents  of  Produce  Exchanges,  the  reader  is  referred 
to  Messrs.  Bisbee  and  Simonds'  '^  Law  of  the  Produce  Ex- 


^  Re  Pittsburgh  Stock  Exchange,       'Clute    vs.    Loveland,    68    Cal. 
26  Pitts.  L.  J.  N.  S.  308.  254. 
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change,"  and  to  the  American  and  English  Enc.  of  Law 
(2d  ed.),  and  the  Cyc.  of  Law  and  Procedure. 

n.  General   Legal   Nature   of    Unincorporated    Stock 

Exchanges. 

A  voluntary  association  of  persons,  like  the  New  York 
Stock  Exchange,  by  which  each  individual  Broker  is  enabled 
to  carry  on  his  separate  business,  under  regulations  made 
alike  for  the  protection  of  himself  and  his  Client  or  princi- 
pal, has  no  technical  name  or  place  in  the  law. 

Mr.  Justice  Daly,  in  describing  an*association  formerly 
known  as  "  The  Open  Board  of  Stock-brokers,"  ^  an  organ- 
ization almost  similar  to  the  Stock  Exchange,  said  that  it  was' 
'*  an  association  of  persons  engaged  in  the  same  kind  of  busi- 
ness, who  have  organized  together  for  the  purpose  of  estab- 
lishing certain  rules,  by  which  each  agrees  to  be  governed 
in  the  conduct  and  management  of  his  separate  transactions 
or  business."  And  the  New  York  Stock  Exchange  has  been 
judicially  described  as  "  a  voluntary  association  of  individ- 
uals united,  without  a  charter,  in  an  organization  for  the  pur- 
pose of  offering  to  the  members  thereof  certain  facilities  in 
the  transaction  of  their  business."' 

It  is  purely  a  voluntary  association.* 

^  This  body,  on  the  8th  of  May,  47  Hun,  505;  Wibon  vs.  Telegram 

1869,  consolidated  with  the  N.  Y.  Co.,  18  X.  Y.  St.  Rep.  78;   Matter 

Stock  Exchange.  of  Renville,  46  App.  Div.  37. 

'White  vs.  Brownell,  4  Ab.  Pr.  In    reference    to   Produce    Ex- 

(n.  s.)  162;  s.  c.  2  Daly,  329.  changes   it   was   held   in   Chicago 

»  Helton  vs.  Hatch,  109  N.Y.  593;  Open  Board  of  Trade  vs.  French, 

People  ex  rel.  Lemmon   vs.  Feit-  61  lU.  App.  349,  that  the  Chicago 

ner,  167  N.  Y.  1,    at  page  4.     See  Open  Board  of  Trade  being  a  pri- 

also  Bemheim  vs.  Keppler,  34  Misc.  vate    corporation   might    discrimi- 

521 ;  69  N.  Y.  S.  803.  nate  as  to  persons,  not  being  mem- 

*  Commercial  Tel.  Co.  vs.  Smith,  bers,  it  may  admit  to  its  floors  or 
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So,  in  describing  a  similar  board  in  a  sister  city  ,^  the  court 
said  :  *^  The  Philadelphia  Board  of  Brokers  is  not  a  corpora- 
tion. It  is  not  a  joint-stock  company,  in  the  sense  in  which 
sach  companies  are  regarded  by  the  English  law,  although  it 
has  a  large  amount  of  property  which  belongs  to  it  in  its  joint 
or  aggregate  capacity.  Such  private  associations  are  said 
not  to  be  partnerships  as  between  themselves,  whatever  may 
be  their  relation  to  third  persons."  *  "  The  Board  of  Brokers 
is  a  voluntary  association  of  persons  who,  for  convenience  in 
the  transaction  of  business  mth  each  other,  have  associated 
themselves  to  provide  a  commonplace  for  the  transaction  of 
their  individual  business,  agreeing  among  themselves  to  pay 
the  expenses  incident  to  the  support  of  the  objects  of  the 
association,  in  which  each  for  himself,  at  stated  hours  of 
the  day,  and  for  his  individual  profit,  may  prosecute  his 
own  business,  and  enter  into  separate  engagements  with  his 
fellow-members.  The  association  does  not  share  in  the 
losses  of  the  individual  associates ;  each  member  takes  his 
own  gains,  and  individually  sustains  the  losses  incident  to  his 
engagements."  ^  The  Exchange  itself  transacts'  no  business 
as  such  in  the  buying  and  selling  of  stocks.  The  business 
therein  transacted  is  that  of  the  individual  members.^ 

gallery,  and  it  might  therefore  ex-  interstate  commerce  in  violation  of 

elude    a    member's    women    cus-  the  Anti-Trust  Act,  see  Hopkins  vs. 

tomeiB.     Qusre:  Whether  a  corpo-  United  States,  171  U.  S.  578. 

ration  can  be  admitted  to  member-  ^  Leech  vs.  Harris,  2  Brews.  (Pa.) 

ship  in  such  a  corporation?    Live  571. 

Stock  Ck>mm]ssion  Co.  vs.  Live  '  The  court  cited  White  vs.  Brow- 
Stock  Exchange,  143  HI.  228.  Al-  nell,  3  Ab.  Pr.  (n.  s.)  318;  Thomas 
though  the  business  of  such  a  vs.  Ellmaker,  1  Pars.  Cas.  (Pa.)  98. 
corporation  has  become  of  great  '  Leech  vs.  Harris,  supra;  White 
volume,  the  courts  are  not  em-  vs.  Brownell,  3  Ab.  Pr.  (n.  s.) 
powered  to  declare  their  markets  318. 

public.     lb.    As  to  when  a  Live  *  People  ex  rel.  Lemmon  vs.  Feit- 

Stock  Exchange  is  not  engaged  in  ner,  167  N.  Y.  1. 
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These  associations  have  some  elements  in  common  with 
corporations,  joint-stock  companies,  and  partnerships.^ 

An  institution  like  the  Stock  Exchange  is  an  anomaly  in 
the  law.  It  is  amphibious  in  its  nature ;  for,  without  being 
either  a  corporation  or  a  partnership,  it  possesses  some  of  the 
characteristics  of  both.  Like  a  corporation,  it  has  perpetual 
being ;  and  in  this  respect  it  has  an  advantage  over  bodies 
politic,  for  the  charters  of  the  latter  generally  limit  their  ex- 
istence to  some  definite  period ;  whereas  the  New  York 
Stock  Exchange  can  preserve  its  organization  (as  it  has  since 
1817)  untQ  it  voluntarily  dissolves  itself.' 

Is  the  Stock  Exchange  in  any  legal  sense  a  public  insti- 
tution, charged  with  public  duties  ?  The  question  has  arisen 
principally  in  respect  to  the  right  of  such  exchanges  to 
control  the  publication  of  the  quotations  or  prices  reached 
in  dealings  on  its  floors.  In  Illinois  the  Supreme  Court,' 
relying  on  the  doctrine  of  the  United  States  Supreme  Court 
in  Munn  vs.  Illinois,*  that  when  private  property  has  been 
devoted  to  a  public  use  and  has  become  affected  Avith  a 
public  interest  it  ceases  to  he  juris  jprivati  only,  and  is  sub- 
ject to  public  regulation,  held  that  the  Chicago  Board  of 
Trade,  an  incorporated  organization,  having  so  conducted  its 
affairs  for  many  years,  as  to  create  a  standard  market  for 
agricultural  products,  and  acting  in  combination  with  tele- 

^  Leech  vs.  Harris,  supra,  575,  App.  93.  See  also  Public  Grain  & 
576;  Belton  vs.  Hatch,  109  N.  Y.  Stock  Exchange  vs.  Western  Union 
593.  See  also  Hyde  vs.  Woods,  2  Tel.  Co.,  Circuit  Court  of  Cook 
Saney.  655,  afif'd  94  U.  S.  (4  Otto)  County,  May,  1883,  17  Fed.  Rep. 
523.  830,    note;    Murphy    vs.    Chicago 

'  See  also  Thompson  vs.  Adams,  Board  of  Trade,  20  Chic.  L.  N.  59; 
93  Pa.  St.  55.  Wiley  vs.  Board  of  Trade,  14  Nat. 

'  New  York  and  Chicago  Grain  &  Corp.  Rep.  181,  and  note  to  17  Fed. 
Stock  Exchange  vs.  Chicago  Board   Rep.  828. 
of  Trade,  127  111.  153,  rev'g  27  lU.       *  94  U.  S.  113. 
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graph  companies,  built  up  a  system  for  the  instantaneous 
and  continuous  indication  of  the  fluctuations  of  that  mar- 
ket, until  the  public  and  all  persons  deaUng  in  such  products 
had  conformed  to  such  system,  and  thus  such  market  quo- 
tatioiis  had  become  necessary  to  the  safe  conduct  of  busi- 
ness,  this  system  had  become  affected  with  a  public  interest^ 
and  the  Board  could  not  make  any  unjust  discriminationy 
in  furnishing  the  quotations,  between  persons  willing  to  pay 
therefor  and  to  conform  to  all  reasonable  rules.  This  deoi- 
sion  was  expressly  limited  to  the  facts  above  stated,  and  it 
was  admitted  that  the  Board  could  at  any  time,  at  its  own 
pleasure,  cease  the  collecting  and  publication  of  the  quota- 
tions entirely.  In  so  far  as  they  rule  to  the  contrary, 
either  expressly  or  by  implication,  the  decisions  of  the 
United  States  Circuit  Court  mentioned  in  the  footnote* 
must,  in  view  of  the  prior  decision  of  the  Supreme  Court  of 
the  United  States  in  Munn  vs.  Illinois,  stipra^  and  of  the 
State  Supreme  Court  decision  just  cited,  be  considered  as 
overruled. 

But  the  Chicago  Board  of  Trade  will  not  be  compelled  to 
supply  its  quotations  to  a  ^^  bucket  shop." ' 

'  Metropolitan    Grain    Exchange  change  vs.  Board  of  Trade,    198 

vs.  Chicago  Board  of  Trade,  15  Fed.  111.  396. 

Rep.  847;  Bryant  vs.  Western  The  Board  of  Trade  and  tele- 
Union  Telegraph  Co.  (U.  S.  Cir.  Ct.),  graph  companies  may  require  that 
17  Fed.  Rep.  825;  Manne  Grcdn  and  persons,  to  whom  quotations  are 
Stock  Exchange  vs.  Western  Union  supplied,  should  sign  an  agreement 
Tel.  Co.  (U.  S.  Cir.  Ct.),  22  Fed.  not  to  keep  a  bucket  shop.  Sulli- 
Rep.  23;  Board  of  Trade  v.  Christie,  yanvs.PostalTe].Co.,123Fed.Rep. 
116  Fed.  Rep.  944.  See  also  valu-  411.  Such  an  agreement  is  not 
able  note  appended  to  Bryant  vs.  in  restraint  of  commerce.  Board 
Co.,  17  Fed.  Rep.  825-828.  vs.      Christie,      121      Fed.      608. 

'  Christie  St.  Commission  Co.  vs.  It  has  been  recently  held,  how- 
Board  of  Trade,  94  111.  App.  229;  ever,  that  as  over  90  per  cent  of  the 
Central    Stock     and    Grain    Ex-  transactions  on  the  Chicago  Board 
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And  it  was  held  in  Board  of  Trade  of  the  City  of  Chicago 
vs.  Thomson  Commission  Co./  that  the  Board  had  only  the 
common-law  property  right  in  the  quotations,  viz.,  till 
their  first  publication,  and  it  could  guard  against  subsequent 
publications  only  through  the  statutory  copyright.  In  that 
case  as  it  was  doubtful  whether  the  defendants  had  inter- 
fered with  plaintifiTs  common-law  right  of  first  publication, 
a  preliminary  injunction  restraining  defendants  from  using 
the  quotations  was  denied  pending  the  taking  of  the  proofs. 

And  it  was  held  in  Cleveland  Telegraph  Co.  vs.  Stone,' 
that  the  Board  may  assign  this  property  right  (viz.,  the 
right  of  property  in  the  quotations  till  the  same  are  made 
over  to  the  public)  to  a  third  person  who  may  restrain  the 
unauthorized  distribution  of  such  quotations  before  publica- 
tion. 

In  New  York,  with  particular  reference  to  the  Stock 
Exchange,  the  decisions  have  been  uniformly  opposed  to 
the  Illinois  case  of  New  York,  &c..  Exchange  vs.  Board  of 
Trade,  supra^  and  have  answered  the  reasons  of  the  Illinois 
court.  In  the  principal  case,'  the  plaintiff  was  engaged  in  the 
business  of  collecting  upon  the  fioor  of  the  New  York  Stock 
Exchange  quotations  of  dealings  in  stock  and  distributing 
such  quotations  to  its  customers.  The  Stock  Exchange 
threatening  to  oust  the  plaintiff  from  the  Exchange,  an  in- 
junction was  sought  to  restrain  such  action,  upon  the  ground 
that  the  Stock  Exchange  being  a  body  created  for  the  bene- 

of  Trade  are  gambling  ones,   the  Fed.  944;   Board  vs.   Kinsey,    125 

board   cannot  restrain   the  use  of  Fed.  72. 

its  quotations.     Board  vs.  Dono-  ^  Board  of  Trade    vs.  Thomson 

van  Co.,  121  Fed.  1012.    To  same  Co.,  103  Fed.  902.     See  also  Board 

effect  Board  vs.   O'Dell  Co.,   115  vs.  Ex.,  121  Fed.  433. 

Fed.  574;  Christie  Co.  vs.  Board  of  »  105  Fed.  794. 

Trade,  125  Fed.  161,  rev'gs.  c.  116  'Commercial   Telegram  Co.   vs. 

Smith,  47  Hun,  494. 
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fit  of  the  pablic,  it  was  against  pablic  policy,  irrespective 
of  contract,  to  refuse  to  permit  the  plaintiff  to  enter  the 
Exchange  for  the  purposes  above  mentioned.  But  the  court 
refused  to  entertain  that  view,  saying :  ^^  The  claim  that  the 
Stock  Exchange  has  no  right  to  exclude  the  Commercial 
Telegram  Company  from  its  floor  upon  the  ground  of  public 
policy  evidently  proceeds  upon  an  entirely  erroneous  theory. 
The  Exchange  is  a  private  association ;  it  has  the  right 
to  admit  to  its  floor  whom  it  pleaifes ;  it  obtained  nothing 
from  the  State  except  that  protection  which  the  law  affords 
to  every  citizen ;  it  has  sought  no  special  privilege  and  ob- 
tained no  special  powers.  It  is,  therefore,  just  as  much  the 
master  of  its  own  business  and  of  the  method  of  conduct- 
ing the  same  as  any  private  individual  within  the  State. 
It  may  make  public  the  transactions  that  occur  within  its 
walls,  or  it  may  refuse  all  information  in  respect  thereto. 
Ko  matter  which  course  is  pursued,  so  long  as  it  violates  no 
law,  it  has  a  right  to  continue  its  business  as  it  pleases.^    It 

^  Matter  of  Renville,  46  App.  Div.  ropolitan  Grain  and  Stock  Ex- 
37;  Wilson  vs.  Telegram  Co.,  18  N.  change  vs.  Board  of  Trade,  supra. 
Y.  St.  R.  78.  The  business  of  collecting  and  fur- 

A  related  question  to  that  dis-  nishing  commercial  news  is  distinct 
cussed  in  the  text  is  the  duty  of  a  from  its  business  as  a  common 
telegraph  company,  as  a  public  carrier,  and  in  engaging  in  it,  the 
servant,  like  a  common  carrier,  to  company  is  in  the  same  position  as 
furnish  the  quotations  collected  by  a  private  person  would  be  who  buys 
it  to  all  who  comply  with  its  condi-  and  sells  goods,  selling  to  one  and 
tions,  without  discrimination.  As  refusing  to  sell  to  another.  Brad- 
to  this,  qusere  in  Matter  of  Renville,  ley  vs.  Western  Union  Tel.  Co., 
supra.  The  relations  which  tele-  Cincinnati  Commercial  Gazette, 
graph  Companies  bear  towards  the  April  8,  1887,  17  Fed.  Rep.  834, 
pubUc  may  be  such  as  to  prevent  note.  See,  however,  State  ex  rel. 
any  such  discrimination.  Bryant  Telegraph  Co.  vs.  Bell  Telephone 
vs.  Western  Union  Tel.  Co.,  supra.  Co.,  36  Ohio  St.  296,  where  it  was 
But  it  is  said:  "It  is  no  part  of  the  held  that  under  the  statute  of  that 
duty  of  the  telegraph  company  to  state,  a  telephone  company  was  a 
transmit  such  information."    Met-  public  servant  and  possessed  no 
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may  give  its  quotations  to  one  man  and  deny  them  to  an* 
other." 

But  the  fact  that  the  business  at  a  particular  market, 
owned  or  conducted  by  a  private  corporation  or  a  voluntary 
association,  has  become  so  great  as  to  influence  the  commerce 
of  a  large  section  of  the  country,  or  more  or  less  largely  of 
the  whole  country,  does  not  permit  the  courts  to  declare  such 
markets  public  and  impressed  with  a  public  use,  or  to  apply  to 
it  any  rules  of  public  policy  peculiar  to  that  class  of  market. 
Markets  overt,  such  as  exist  in  England  are  unknown  here. 
If  the  magnitude  of  a  particular  business  is  such,  and  the  per- 
sons affected  by  it  are  so  numerous,  that  the  interests  of  so- 
ciety demand  that  the  rules  and  principles  applicable  to  pub- 
lic employments  should  be  applied  to  it,  this  would  have 
to  be  done  by  the  Legislature.^  The  court  distinguishes  the 
Case  of  New  York  and  Chicago  Grain  and  Stock  Exchange 
vs.  Board  of  Trade,  supra? 

Although  the  last  cited  case  decided  that  a  public  inter- 
est attached  when  the  quotations  were  given  out,  which 
entitled  the  applicants  to  receive  them  without  unjust  dis- 
crimination, it  nevertheless  held  that  the  Board  possessed  a 
property  right  in  the  quotations  before  publication  and  it  was 

right  to  discriminate  as  to  whom  it  Chicago  Live  Stock  Exchange,  143 

would   provide   with   instruments.  111.  210. 

A  telegraph  company  will  not  be  In  Russell  vs.  N.  Y.  Produce 
compelled  to  furnish  quotations  to  Exchange,  58  N.  Y.  Supp.  842,  the 
a  "bucket  shop."  Bryant  vs.  claim  was  made  that  the  business 
Western  Union  Tel.  Co.,  supra;  done  on  the  New  York  Produce 
Wiley  vs.  Board  of  Trade,  14  Nat.  Exchange  was  so  affected  by  a  pub- 
Corp.  Rep.  181.  See  also  National  lie  use  that  it  was  subject  to  judi- 
Tel.  News  Co.  vs.  Western  Union,  cial  regulation  at  the  instance  of  an 
119  Fed.  294;  Illinois  Commission  outsider,  but  no  evidence  to  sub- 
Co.  vs.  Cleveland  Tel.  Co.,  129  Fed.  stantiate  the  claim  was  produced. 
801;  Smith  vs.  Co.,  84  Ky.  664.  >  127  HI.  153.  See  also  Kieman 
*  American  Live  Stock   Co.  vs.  vs.  Co.,  50  How.  Pr.  194. 
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SQbseqnently  held  ^  that  the  furnishing  of  the  quotations  to  a 
customer  either  through  a  ticker  or  by  means  of  a  blackboard 
in  the  customers'  office,  not  being  a  universal  publication, 
was  not  a  publication  thereof,  and  therefore  when  defend- 
ants obtained  such  quotations  from  a  firm  who  purloined 
them  from  the  customers'  office  before  they  were  given  out 
to  the  press,  they  were  enjoined  from  taking  and  using  the 
reports  so  derived,  without  authority.  And  reasonable  reg- 
ulations may  be  made  by  the  Board,  and  therefore  when 
defendant  declined  to  comply  with  a  requirement  of  the 
Board  that  the  quotations  should  not  be  used  in  the  con- 
duct of  a  bucket  shop,  it  will  be  enjoined  from  recover- 
ing or  surreptitiously  acquiring  them,  and  the  defendant  can- 
not argue  that  the  complainant  Board  violated  the  ^^  bucket 
shop  "  statutes  without  very  clear  proof  that  gambling  trans- 
actions were  carried  on  in  pursuance  of,  and  not  in  violation 
of,  its  rules.* 

The  recent  case  of  Board  of  Trade  vs.  Christie,  supra^  de- 
cided that  courts  cannot  by  their  decree  assume  the  initia- 
tive in  declaring  private  property  to  be  impressed  with  a 
public  use.  There  should  exist  first  the  condition  of  ex- 
pansion of  a  private  business  justifying  the  assertion  of 
a  public  interest  therein,  followed  by  legislative  recog- 
nition of  such  condition.  When  such  a  condition  arises, 
the  measure  of  the  public  control  is  limited  by  the  ex- 
tent of  the  public  interest,  and  the  making  of  regulations 
pertaining  thereto  is  of  legislative,  not  judicial,  cognizance. 
See  also  State  vs.  Associated  Press,^  where  it  was  held  that 

^  Board  of  Trade  of  Chicago  vb.        'Board  of  Trade  vb.  Christie,  116 
Hadden-Kmn  Co.,  124   Fed.  1017.   Fed.  944. 
See  also  Board  vs.  Mis,  122  Fed.       *  159  Mo.  410  at  p.  424. 
319;  Ex.  vs.  Gr^ory  (1896),  1 Q.  B. 
147. 
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to  bring  the  property  or  business  of  a  person  under  goyem- 
mental  control  there  must  be  an  exercise  of  the  police 
.power.  The  conclusions  reached  in  Munn^s  Case,  st^a^  are 
very  ably  criticised  in  this  case. 

ni.  stock  Exchange  not  a  PartnersUp. 

But  the  Stock  Exchange  does  not  come  within  the  legal 
definition  of  a  partnership.  The  general  rule  undoubtedly 
is  that''  no  partnership  or  ;t^a^' partnership  subsists  between 
persons  who  do  not  share  either  profit  or  loss  and  who  do 
not  hold  themselves  out  as  partners.  Societies  and  clubs, 
the  object  of  which  is  not  to  share  profits,  are  not  partner- 
ships, nor  are  their  members,  as  such,  liable  for  each  other's 

acts."  * 
The  Stock  Exchange  exists  under  an  agreement  between 

its  members  to  pay  the  expenses  incident  to  the  support  of  a 
"Mart,"  in  which  each  for  himself,  at  stated  hours  of  the  day, 
and  for  his  individual  profit,  may  prosecute  his  own  busi- 
ness, and  enter  into  separate  engagements  with  his  fellow- 
members.  The  association  does  not  share  in  the  losses  of 
the  individual  associates ;  each  member  takes  his  own  gains, 
and  individually  sustains  the  losses  incident  to  his  engage- 
ments. The  organization  of  this  board  grew  out  of  a 
necessity  for  new  and  greater  facilities  for  exchange  and 
negotiation,  incident  to  the  rapidly  developing  interests  of 
the  country  and  the  increasing  number  and  value  of  its 
commercial  securities.' 

^  Lindley  on  Part.  (3d  ed.)  57.  of  Appeals  in  the  case  of  Belton  vs. 

See  also  edition  of  1893;  Belton  vs.  Hatch,  109  N.  Y.  593,  where  the 

Hatch,  109  N.  Y.  593;  Lafond  vs.  court,    through    Associate    Judge 

Deems,  81  N.  Y.  507-514.  Gray,  said: 

'  White  vs.  Brownell,  3  Ab.  Pr.       "it  (The  New  York  Stock  Ex- 

(n.  s.)  318.    The  views  expressed  in  change)  cannot  be  said  to  be  strictly 

the  text  are  confirmed  by  the  Ck>urt  a  copartnership,  for  its  objects  do 
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Although  it  may  possess  property  derived  from  the  pay- 
ment of  dues  or  fines,  sach  property  is  a  mere  incident,  and 
not  the  main  purpose  or  object  of  the  association.  A  mem- 
ber has  no  severable  proprietary  interest  in  it,  or  a  right  to 
any  proportionable  part  of  it  upon  withdrawing.^ 

There  are  no  profits  earned  to  be  divided  among  its  mem- 
bers, nor  are  there  any  losses  to  be  borne  Arising  out  of  the 
acts  of  the  joint  body.'  If  a  partnership,  the  death  of  one 
of  its  members  would,  ip^ofactOj  dissolve  it.' 

In  the  case  6f  Caldicott  vs.  Griffiths^  it  was  held  that  a 
society  called  "  The  Midland  Counties  Guardian  Society  for 


not  come  within  the  definition  of  may  be,  against  financial  irresponsi- 

one.    A  copartnership  results  from  bility.     Bemheim  vs.  Keppler,  34 

a  contract  between  the  parties  by  liisc.  321. 

iriiich  they  agree  to  combine  their  ^  Daly»  P-  J-»  in  White  vs.  Brow- 
property  or  labor,  or  both,  in  some  nell,  4  Ab.  Pr.  (n.  s.)  191.  This 
common  enterprise  and  for  a  com-  subject  is  fully  treated,  poet,  p.  33. 
mon  profit,  to  be  shared  in  the  pro-  '  Belton  vs.  Hatch,  100  N.  Y. 
portion  stated  in  their  agreement.  593;  Bemheim  vs.  Keppler,  34 
The  objects  of  a  voluntary  associa-  Misc.  321. 

tion  of  brokers  do  not,  however,  'White  vs.  Brownell,  3  Ab.  Pr. 
involve  any  -such  combination,  or  (n.  s.)  325;  1  Lindley  on  Part.  (3d 
any  communion  of  profits  from  the  ed.)  57.  See  also  discussion  as  to 
busineestransacted  by  the  members,  the  nature  of  unincorporated  asso- 
Like  a  business  club,  its  principal  ciations,  People  ex  rel.  Piatt  vs. 
object  is  the  promotion  of  the  con-  Wemple,  117  N.  Y.  136;  People  ex 
venienoe  of  its  members  by  furnish-  rel.  Winchester  vs.  Coleman,  133  N. 
ing  facilities  which  aid  them  in  Y.  281;  Sandford  vs.  Supervisors  of 
doing  their  business,  and  are,  there-  New  York,  15  How.  Pr.  172;  Water- 
fore,  of  benefit  to  them."  bury  vs.  Merchants'  Union  Exp.  Co., 

To  same  effect.  People  ex  rel.  50  Barb.  160;  Thomas  vs.  Ellmaker, 

Lemmon  vs.   Feitner,   167   N.  Y.  1  Pars.  Cas.  (Pa.)  98;  Flemyng  vs. 

1.  Hector,  2  M.  &  W.  172;  Regina  vs. 

An   incidental   purpose,   but   of  Whitmarsh,  15  Q.  B.  600;  Bear  vs. 

great  importance  to  the  business  Bromley,  18  id.  271.    See  also  case 

and  investing  conmiunity,  is  the  of  Ash  vs.  Guie,   11  Pitts.  L.   J. 

maintenance  of  a  high  standard  of  (Pa.)  n.  s.  449;  s.  c.  Alb.  L.  J.  July 

commercial    integrity    among   the  30, 1881, 83. 

members  and  protection,  so  far  as  *  8  Ex.  898. 
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the  Protection  of  Trade,"  the  professed  object  of  which  was 
to  "  watch  the  progress  of  any  measure  in  Parliament  affect- 
ing the  trade  interests,  and  to  protect  its  members  from  the 
practices  of  the  fraudulent  and  dishonest,"  and  which  was 
organized  with  a  president,  vice-president,  treasurer,  secre- 
tary, and  committee — to  which  committee  was  given  the 
general  management  of  the  affairs  of  the  society,  and  which 
society  was  organized  under  a  series  of  rules  adopted  for  the 
management  of  the  same — was  not  a  partnership ;  and  that, 
therefore,  one  of  the  members  of  the  society  who  had  fur- 
nished certain  printing  to  the  committee  might  sue  the  com- 
mittee ;  and  that  the  principle  that  one  partner  cannot  sue 
the  partnership  did  not  apply. 

In  the  argument  the  defendants  referred  to  a  case  ^  which 
held  that  the  promoters  of  a  railroad  company  constituted 
a  partnership,  as  showing  that  a  partnership  existed  in  the 
case  before  the  court.  The  court,  in  reaching  its  conclusion, 
said:  "The  question  is,  whether,  by  entering  into  this 
scheme,  the  subscribers  form  a  partnership  or  a  qtcasi- 
partnership ;  or  whether  the  case  is  similar  to  that  of  a 
number  of  persons  subscribing  to  a  hospital  or  to  an  ordi- 
nary club.  The  solution  of  that  question  is  not  to  be  arrived 
at  by  examining  cases  which  have  reference  to  the  liability 
of  committee-men  or  shareholders  in  projected  railway  com- 
panies, and  in  other  undertakings  of  that  description,  but 
by  consulting  the  rules  themselves." 

Yet  unincorporated  associations  are,  in  law,  often  regarded 
as  mere  partnerships.^ 

» Holmes  vs.  Higgins,  1  B.  &  C.  Co.  vs.  Fry,  4  PhU.  (Pa.)  129;  Green- 

74.  wood's  Case,  23  Eng.  L.  &  Eq.  422; 

»Robbins  vs.  Butler,  24  111.  397;  Wells  vs.  Gates,  18  Barb.  (N.  Y.) 

Bullard  vs.  Kinney,  10  Cal.  60;  Coal  557;  Butterfield  vs.  Beardsley,  28 
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And  although  a  voluntary  uDincorporated  association  like 
the  New  York  Stock  Exchange  is  not  a  partnership,  the 
ri^ts  of  the  associates  do  not  differ  from  a  partnership,  so 
far  as  their  rights  in  the  property  of  the  association  are 
concerned.  When  therefore  a  member  violates  the  con- 
tractual relation  between  him  and  the  association,  by  being 
guilty  of  reckless  dealing,  or  doing  business  with  im- 
proper parties,  and  he  is  thereupon  deprived  of  his 
membership  and  deelared  ineligible  for  readmission,  he, 
or  his  assignee,  forfeits  all  right  to  the  proceeds  of  his 
seat,  and  the  same  may  be  disposed  of  as  the  association 
may  direct.^ 

IT.  Nor  is  the  Stock  Exchange  a  Corporation  or  In- 
corporated Joint-stock  Association. 

It  does  not  exist  by  virtue  of  a  charter  or  legislative 
grant.  It  has  neither  franchises,  special  privileges  nor 
special  powers.  It  obtains  nothing  from  the  state  save 
that  protection  afforded  to  every  citizen.* 

The  obligations  and  rights  of  its  members  are  not  deter- 
mined by  any  statutory  provision.^  There  is  no  contribu- 
tion of  capital  by  its  members  for  the  prosecution  of  any 
idnd  of  business  by  the  association.     It  issues  no  stock, 

Mich.  412;  Moore  vs.  Brink,  4  Hun  '  A     voluntary     unincorporated 

(N.  Y.),  402;  Koehler  vs.  Brown,  2  jointnstock  company  is,   however, 

Daly  (N.  Y.),  78.  liable  to  be  taxed  on  its  capital, 

'  Belton  vs.  Hatch,  109  N.  Y.  593.  as  a  corporation,  under  the  laws 

'  Conunercial  Tel.  Co.  vs.  Smith,  of  New  York.    Sandford  vs.  Super- 

47  Hun,  605;  Wilson  vs.  Telegram  visors  of  N.  Y.,  15  How.  Pr.  (N.  Y.) 

Co.,  18  N.  Y  St.  Rep.  78;  Matter  of  172;  People  ex  rel.  Piatt  vs.  Wem- 

RenviUe,    46   App.   Div.   37.     For  pie,  117  N.  Y.  136.    Compare  Peo- 

statutes    under    which    exchanges  pie  ex  rel.  Winchester  vs.  Coleman, 

may  be  incorporated  see  ante,  p.  17.  133  N.  Y.  281. 
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not  can  the  individual  members  claim  any  rights  of  prop- 
erty in  it  as  stockholders.^ 

Unlike  an  incorporated  commercial  joint-stock  company, 
the  privilege  of  membership  in  such  a  voluntary  association 
may  be  conferred  or  withheld,  at  its  pleasure,  and  the  law 
cannot  compel  the  admission  of  an  individual  into  the  society 
against  its  wish.^ 

The  above  are  some  of  the  general  elements  which  dis- 
tinguish stock  exchanges  from  corporations,  incorporated 
joint-stock  associations,  or  partnerships,  and  these  distinc- 
tions will  be  further  developed  in  the  ensuing  subdivisions 
of  this  chapter. 

T.  Rights  of  Members  in  Property  Held  by  Non-incorpo- 
rated Stock  Exchanges. 

In  respect  to  the  property  which  the  Stock  Exchange 
may,  from  time  to  time  own,  interesting  questions  are  in- 
volved in  which  the  distinction  between  this  body  and  cor- 
porations and  partnerships  will  further  appear. 

As  has  been  shown,  the  Exchange  is  in  no  wise  interested 
in  the  pecuniary  gains  or  profits  of  its  members ;  and  the 
sole  source  of  its  revenue  is  derivable  from  such  dues,  fines, 
assessments,  or  contributions  as  it  may,  from  time  to  time, 
collect  or  receive  from  its  members,  together  with  any  in- 
crease of  its  present  accumulations. 

At  common-law,  the  legal  title  of  the  personal  property 
of  the  Exchange,  it  being  unincorporated,  is  vested  in  all 

» White  VB.  Brownell,  3  Ab.  Pr.  N.  Y.  St.  Rep.  78;  Matter  of  Ren- 

(n.s.)318.  ville,  46  App.  Div.  37;  Live  Stock 

'  Id.  4  Ab.  Pr.  (n.  s.)  162;  Com-  Commission  Co.  vs.  Live  Stock  Ex- 

mercial  Tel.  Co.  vs.  Smith.  47  Hun,  change,  143111. 210. 
605;  Wilson  vs.  Telegram   Co.,  18 
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of  its  members,  in  like  manner  as  the  title  to  partnership 
property  is  vested  in  all  the  partners.  But,  unlike  the  rela- 
tion of  partners,  a  member  of  the  Exchange,  or  his  legal 
representatives,  has  no  right  to  call  for  an  account  of  the 
property  and  a  division  of  the  same.  The  interest  of  each 
member  in  the  property  of  the  association  is  equal,  but  is 
subject  to  the  constitution  and  by-laws.  They  express  the 
contract  by  which  each  member  has  consented  to  be  bound, 
and  which  measure  his  duties,  rights  and  privileges  as 
such.^ 

A  member  has  no  several  proprietary  interest  in  it,  or  a 
right  to  any  proportionable  part  of  it,  upon  withdrawing. 
He  has  merely  the  enjoyment  and  use  of  it  while  he  is  a 
member ;  but  the  property  remains  with,  and  belongs  to, 
the  body  while  it  continues  to  exist,  like  a  pew,  the  ultimate 
and  dominant  property  in  which  is  in  the  congregation,  and 
not  in  the  pewholder ;  and  when  the  body  ceases  to  exist, 
those  who  may  then  be  members  become  entitled  to  their 
proportionate  share  of  its  assets.' 

This  principle  arises  mainly  from  the  fact  that  organizsr 
tions  of  this  character  are  not  constituted  for  gaiuj  but  for 
the  convenience  of  their  members,  and  the  possession  of 
property  by  them  is  a  mere  incident,  and  not  the  main 
purpose  or  object  of  the  association.^ 

When  a  person  is  elected  a  member  of  the  Exchange,  he  be- 
comes entitled  to  what  is  commonly  called  a  ^^  seat,"  and  such 
a  proportionate  interest  in  the  property  of  the  association  as 
he  would  be  entitled  to  if  he  should  happen  to  be  a  mem- 

>Beiton  vs.  Hatch,    109  N.  Y.  Pr.  (n.  s.)  162-191 ;  Faesett  vs.  First 

593.  Parish  in  Boyleston,  19  Pick.  361; 

*  St.  James's  Club,  13  Eng.  L.  &  Caldicott  vs.  Griffith,  8  Ex.  898. 
Eq.  592;  White  vs.  Brownell,  4  Ab.       '  White  vs.  Brownell,  supra. 
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ber  at  the  time  of  its  dissolution ;  and  that  interest  would 
be  found  by  dividing  the  amount  of  property  by  the  num- 
ber of  '^  seats  "  then  existing  after  deducting  debts  and  lia- 
bilities. These  '^  seats, "  under  the  15th  Article  of  the 
Constitution  of  the  New  York  Stock  Exchange,  are  trans- 
ferable, but  the  transferee  must  be  approved  by  two  thirds 
of  the  Committee  on  Admissions.  The  transfer,  sale  or 
assignment  of  the  interest  of  a  partner  would  work  a  disso- 
lution of  the  partnership.^  In  the  present  instance,  however, 
the  transferor,  by  such  an  act,  does  not  disturb  or  affect  the 
general  organization ;  he  simply  ceases  to  be  a  member  and 
to  have  any  legal  interest  or  concern  in  the  Exchange,  and 
the  transferee  becomes  invested  with  all  of  the  privileges, 
duties,  and  attributes  of  membership.  When  a  member  dies, 
his  membership  may  be  disposed  of  by  the  Committee  on 
Admissions ;  and,  after  satisfying  claims  of  the  members,  the 
balance  remaining  is  paid  to  the  legal  representatives  of  the 
deceased.  If  the  Committee  on  Admissions  should,  for  even 
arbitrary  reasons,  refuse  to  approve  a  person  to  whom  a  mem- 
ber has  bargained  to  sell  his  seat,  it  follows  that  the  latter 
is  forced  to  continue  his  membership.  By  signing  the  Con- 
sitution  each  member  agrees  to  the  same,  and  to  all  the  by- 
laws, rules,  or  regulations  which  may  be  adopted  (provided 
they  are  legal,  as  we  shall  hereafter  see) ;  and  thus  a  contract 
is  expressly  established,  by  which  the  ordinary  principles 
that  govern  the  relations  of  partnerships  and  corporations 
are  avoided.* 

'  Pare,  on  Part.  (5th  ed.)  433, 434;  ject,  however,  to  the  condition  that 
1  Lindley  on  Part.  (4th  ed.)  698,  before  the  purchaser  can  participate 
6th  ed.  p.  575,  577.  in  the  proceedings  of  the  board  he 

'  In  the  case  of  exchanges  which  must  be  elected  a  member,  then 
by  their  rules  expressly  permit  a  there  can  be  no  doubt  that  if  a 
member  to  dispose  of  his  seat,  sub>   member  should  sell  his  scat  to  one 
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As  to  any  real  estate  which  the  Exchange  may  aoquirey  the 
questions  which  would  ordinarily  arise  in  relation  thereto 
are  more  difiScult  and  numerous.  Their  property  being,  as 
we  have  seen,  technically  held  by  them  as  partners,  it  follows 
that  the  persons  who  are  members,  when  they  acquire  lands 
are  vested  with  equal  interests  therein;  and  that  the 
Stock  Exchange  at  common  law,  being  an  unincorporated 
body,  could  confer  no  title  upon  a  purchaser  unless  all  of 
its  members  joined  in  the  conveyance;  or,  if  any  of 
them  were  deceased,  the  heirs  of  such  of  them  as  were 
members  at  the  time  the  real  estate  vested  in  the  Ex- 
change. 

To  avoid  the  many  questions  of  the  above  nature  which 
doubtless  would  have  arisen  if  real  estate  were  held  by  the 
Exchange,  a  company  was  incorporated  under  the  laws  of 
the  State  of  New  York,*  duly  empowered  to  hold  real  estate, 

who  should  not  be  ^ected  a  member  uce  Exchange,  having  no  money 
of  the  board,  such  purchaser  would  value  attached,  is  a  personal  privi- 
take,  subject  to  any  rules  imposed  lege,  and  a  bill  will  not  lie  for  an 
by  the  association,  the  interest  of  injunction  to  restrain  the  Exchange 
his  vendor  in  the  property  of  the  from  issuing  new  certificates  of 
association,  and  this  was  so  held  in  membership  to  four  members  whose 
the  case  of  Clute  vs.  Loveland,  68  seats  plaintiff  had  purchased.  Un- 
Cal.  254.  der  the  rules  plaintiff  could  not  be 

Article  XV.  of  the  constitution  of  ''approved''  as  a  member  more 
the  New  York  Stock  Exchange,  than  once.  If  he  were  injured,  he 
differs,  however,  from  the  rules  of  had  his  remedy  at  law.  Shoemaker 
Exchanges  permitting,  as  above  \'b.  Exchange,  15  Phila.  R.  103;  39 
shown,  a  "disposal "of  the  member-  Leg.  Int.  373.  As  to  retransfer  of 
ship,  before  the  approval  of  the  a  seat  by  an  employee  of  a  member 
purchaser  by  the  Exchange,  by  in  whose  name  the  seat  was  held, 
denying  the  right  of  transfer  of  his  see  Sproul  vs.  Morris,  31  Pitts.  L.  J. 
seat  to  a  member  until  his  trans-  (n.  s.)  310.  See  also  Allien  vs. 
feree  has  been  approved  by  two  Wotherspoon,  50  N.  Y.  Super.  Ct. 
thirds  of  the  committee  on  admis-  417. 
sions.  1  Incorp.  Jan.  30,  1863. 

A  seat  in  the  Philadelphia  Ptod- 
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the  stock  of  the  company  being  exclusively  owned  and  held 
by  the  Stock  Exchange.^ 

In  the  year  1867  there  was  enacted  in  the  State  of  Kew 
York  a  general  law  authorizing  any  joint-stock  company  or 
association  to  purchase,  hold,  and  convey  real  estate :  1st,  To 
an  extent  necessary  for  its  immediate  accommodation  in  the 
convenient  transaction  of  its  business ;  2d,  Such  as  shall  be 
mortgaged  to  it  in  good  faith,  to  secure  loans  made  by  or 
moneys  due  to  it ;  or,  3d,  Such  as  it  shall  purchase  at  sales 
under  judgments,  decrees,  or  mortgages  held  by  it ;  but  in 
no  other  case,  nor  for  any  other  purpose. 

Conveyances  shall  be  made  to  the  president  of  the  associa- 
tion, as  such,  and  he  and  his  successors  may  sell,  assign,  and 
convey,  free  from  any  claim  of  shareholders,  or  any  person 
claiming  under  them.^ 

This  act  may  be  construed  as  a  restraint  upon  the  right 
of  joint-stock  associations  to  purchase  and  hold  real  estate 
not  needed  for  immediate  use.  Such  seems  to  have  been 
the  construction  given  to  it  in  Rainey  vs.  Laing.^  But  if  the 
statute  is  violated  in  this  respect,  no  one  can  question  the 
title  but  the  State.* 

^  The  ownership  of  the  building  in  '58  Barb.  489. 

which  the  London  Stock  Exchange  ^  Id.;  Howell  vs.  Earp,  21  Hun 

is  situated  is  also  in  a  distinct  body.  (N.  Y.),  393.    Aside  from  the  stat- 

Melsheimer  &  Lawrence  Stock  Ex.  ute  just  quoted,  it  is  a  question 

3ded.  4;  Brodhurst'sLawandPrac-  whether,  in  view  of  the  fact  that 

tice  of  the  Stock  Ex.  p.  32.     The  the  members  of  the  Exchange  are 

real  estate  of  the  San   Francisco  partners,  in  some  aspects,  a  grant  to 

Stock  and  Exchange  Board,  a  vol-  the  Stock  Exchange  would  be  valid, 

untary  association,  is  held  by  a  cor-  It  has  been  held  that  a  community 

poration  composed  exclusively  of  or  society,  not  incorporated,  cannot 

the  members  of  the  board.     Clute  purchase  land  and  take  in  succes- 

vs.  Loveland,  68  Cal.  255.  sion.    Co.  Litt.  3  a,10  Co.  266;  Com. 

'  L.  of  N.  Y.  1867,  vol.  i,  ch.  289,  Dig.  tit.  Capacity,  B  1 ;  Goesely  vs. 

576.  Bimeler,  55  U.  S.  589;  German  Land 
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The  question  is  not,  however,  now  of  moment  as  this 
statute  was  repealed  by  the  Joint  Stoek  Association  Law,' 
and  as  the  second  section  of  the  latter  law  restricts  its 

AsBociation  vs.  SchoUer,  10  Minn,  as  tenants  in  common.     Byam  vs. 

331;  Liggett  vs.  Ladd,  17  Or.  89;  BickfoitL,  140  Mass.  31.    A  volim- 

Douthitt  vs.  Stimson,  73  Mo.  199;  tary  association  unincorporated  is 

Jackson  vs.  Ckyry,  8  Johns.  (X.  Y.)  incapable  of  taking  a  legacy.     A 

Reps.  385;  Hombeck  vs.  Westbrook  legacy  bequeathed  to  such  an  asso- 

9  id.  73;  same  vs.  Sleight,  12  id.  198.  ciation  is  invalid,  and  the  property 

In  this  last  case  it  is  said:  ''The  in-  so  bequeathed  vests  in  the  testator's 

habitants  of  Rochester  were  not  a  next  of  kin  if  not  otherwise  disposed 

body  corporate,  so  sa  to  be  compe-  of.     Shipman  vs.  Rollins,  19  N.  Y. 

tent  to  take  an  estate  in  fee.    And  Weekly  Dig.  370;  Supm.  Ct.  Genl 

if  a  grant  to  them  in  a  deed  would  Term,  1st  Depart.,   and  cases  there 

be  void,  a  reservation  to  them  in  a  cited.     So    a    volimtary    unincor- 

deed,  in  fee,  to  a  third  person  would  porated  association  for  charitable 

be  equally  void.     Nor  would  it  be  purposes  cannot  take  property  by 

valid  as  a  covenant  to  stand  seized,  devise  in  the  State  of  New  York. 

The  inhabitants  of  Rochester  were  White  vs.  Howard,  46  N.  Y.  144, 

strangers  to  the  deed.     The  present  aff'g  52  Baib.  294;  Sherwood  vs. 

inhabitants,  at  all  events,  must  be  American  Bible  Society,  1  Keyes  (N. 

so  considered.     For  they  not  being  Y.),  561,  567;  Owens  vs.  Missionary 

abod^'  corporate  so  as  to  perpetuate  Society,  14  N.  Y.  380;  Downing  vs. 

the  lights  granted  to  the  patent,  Marshall,  23  N.  Y.  366;  McKeon  vs. 

these  rights  must  be  restricted  to  Kearney,  57  How.  Pr.  (N.  Y.)  350; 

the  then  inhabitants."    Although  Contra,   Hombeck  vs.  Am.   Bible 

if  a  voluntary  association  is  subse-  Soc.,  2  Sandf.  Ch.  133.     Nor  can 

quently  incorporated,  the  title  to  such  an  association  take  a  bequest, 

land  held  by  its  officers  by  adverse  although  subsequently  to  the  death 

possession,  passes  to  the  corpora-  of  the  testator  it  becomes  incorpo- 

tion.     Ref.  Ch.  of  Gallupville  vs.  rated.     Baptists'    Association    vs. 

Schoolcraft,  65  N.  Y.  134.     But  see  Hart's  Executore,  4  Wh.  (U.  S.)  1; 

Ticknor's    Est.,  Sup.  Ct.  Mich.  4  3  Pet.  497;  see  also  2  Redf.  on  Wills, 

Am.  Law  Reg.    (n.  s.)  269  note;  ch.  i,  §  7.    That  a  bequest  to  such 

Hamblett   vs.    Bennett,   88   Mass.  an  association  may  be  valid  or  be 

140;  East  Haddam  Bapt.  Ch.  vs.  made  to  take  effect  indirectly,  see 

East  Haddam  Bapt.  Soc.,  44  Conn.  Preacher's  Aid  Society  vs.  Rich,  45 

259.    A  grant  to  a  voluntary  unin-  Me.   552;  Cahill  vs.   Bigger,  8   B. 

corporated  association,  whose  mem-  Monr.  (Ky.)  211;  Smith  vs.  Nelson, 

bers  are  ascertainable  may  be  con-  18  Vt.  511,  546;  Peabody  vs.  East- 

strued  as  a  grant  to  such  members  em  Methodist  Soc,  87  Mass.  540; 


«  L.  1894,  c.  235,  ch.  45,  of  the  Gen.  Laws. 
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operation  to  unincorporated  joint-stock  associations,  com- 
panies, or  enterprises,^  having  written  articles  of  associa- 
tion, and  capital  stock  divided  into  shares,  qualifications 
not  possessed  by  the  New  York  Stock  Exchange,  that  body 
could  scarcely  be  held  entitled  to  the  benefit  of  its  sixth 
section  which  substantially  reenacts  the  provisions  of  the 
prior  statute,^  except  as  to  alienation  of  the  land  by  the 
president. 

TI.  Liability  of  Members  for  Debts,  etc. 

Another  question  which  arises,  in  considering  the 
nature  of  an  unincorporated  association  like  the  Stock 
Exchange,  is  as  to  the  individual  liability  of  the  members 
thereof,  ex  contractu  or  ex  delicto^  for  the  acts  of  its 
officers,  committees,  representatives,  or  of  their  fellow- 
members. 

The  general  rule  is,  that  members  of  unincorporated  com- 
panies are  regarded  as  partners  and  are  subject  to  the 
whole  law  of  partnerships.'  But  the  application  of  this 
principle  to  a  body  like  the  Stock  Exchange  is  very  re- 

Gibson  vb.  McCallj  1  Rich.  (S.  C.)  tion.    Allen  vs.  Stevens,  161  N.  Y. 
Rep.  174.     But  now  by  L.  1893,  122.    Also  *a  bequest  of  personal 
c.  701,  conveyances,  devises,  gifts  property.  Matter  of  J.  Fitzsimmons, 
or  bequests  to  charitable,  etc.,  uses  29  Misc.  204,  and  a  bequest  to  an 
which  shall  be  in  other  respects  unincorporated  charitable  assoda- 
valid,  shall  not  be  deemed  invalid  tion  is  valid.     Matter  of  B.  Fits- 
bv  reason  of  the  indefiniteness  of  simmons,  29  Misc.  731.    See  also 
the  beneficiaries.     The  Real  Prop-  Dammert  vs.  Osborne,  140  N.  Y. 
erty  Law,  L.  1896,  c.  547,  §  93,  con-  30;  People  vs.  Powers,  147  N.  Y. 
tains  a  similar  provision  as  to  real  104. 
estate.    Under  these  statutes  a  de-  *  L.  1867,  c.  289. 
vise  of  real  estate  for  permanent  'Pars,  on  Part.  (4th  ed.)  §431; 
charitable  purposes  has  been  held  Wordsworth  on  Joint-stock  Corn- 
valid  although  the  testator  did  not  panics,  21,  220. 
direct  the  formation  of  a  corpora- 
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stricted.  One  case  seems  to  have  occurred  which  is  im- 
pliedly decisive  of  the  personal  liability  of  members  of  a 
Stock  Exchange ;  ^  but  there  are  very  many  instances  in  the 
books  in  which  members  of  clubs  and  other  associations 
have  been  sought  to  be  charged  as  individuals,  for  acts  of 
committees,  etc.,  and  which  would  doubtless  control  a  case 
of  the  former  character,  if  it  ever  should  arise.  For  the 
acts  of  its  officers  or  servants,  directly  authorized  by  the 
constitution,  laws,  or  regulations  of  the  Stock  Exchange, 
its  members  would  be  individually  liable  under  the  general 
principle  above  cited.' 

But  the  great  contention  has  arisen  in  those  cases  where 
the  officers  or  servants  have  contracted  obligations  or  in- 
curred liability,  without  any  direct  or  express  authorization 
from  the  association.  This  question  seems  to  have  been  de- 
termined^ in  the  modem  cases,  by  the  law  of  principal  and 
agent  rather  than  that  of  partnership.  Mr.  (now  Lord) 
Lindley  says  on  this  subject :  ^^  If  liabilities  are  to  be  fastr 
ened  on  any  of  their  members,  it  must  be  by  reason  of  the 
acts  of  those  members  themselves,  or  by  reason  of  the  acts 
of  their  agents ;  and  the  agency  must  be  made  out  by  the 
person  who  relies  on  it,  for  none  is  implied  by  the  mere 
fact  of  association."  • 

This  question  is,  at  present,  entirely  speculative,  and 
there  can  be  no  practical  use  in  discussing  it  at  any  length, 

^  Eronfield  vb.  Haines,  20  Miso.  lawful  contracts,  and  the  incorpora- 
102.  tion  being  a  mere  device  to  escape 

'  In  McGrew  vs.  City  Produce  Ex-  their  otherwise  individual  liability, 
change,  85  Tenn.  572,  it  was  held  '  1  Lindley  on  Part,  and  Company 
that  the  incorporators  of  an  incorpo-  Law  (4th  ed.),  57.  The  liability  of 
rated  exchange  were  individually  partners  b  now  regulated  in  £ng- 
liable  for  sums  received  by  the  ex-  land  by  the  Partnership  Act,  1890. 
change  managers  in  wagering  con-  See  Lindley  on  Partnership  (6th 
tracts,  it  being  the  intention  of  all  the  ed.),  p.  133  et  seq. 
moorporators  to  engage  in  such  un- 
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but  a  collection  of  modem  authorities  apon  the  general  sub- 
ject will  be  found  below** 

Til.  Suits  by  and  against  the  Stock  Exchange. 

At  common  law,  carrying  out  the  analogy  between  unin- 
corporated bodies  and  partnerships,  in  a  suit  by  or  against 
the  former,  it  was  necessary  that  all  persons  composing  the 
same  should  be  made  parties.' 

But  the  Legislature  of  the  State  of  New  York,  by  the  act 
of  1849,  ch.  258,  has  provided  that  any  joint-stock  company 

4 

or  association^  consisting  of  seven  or  more  stockholders  or 
associates,  may  sue  and  be  sued  in  the  name  of  the  president 
or  treasurer,  for  the  time  being,  of  such  joint-stock  com- 
pany or  association.' 

>  2  Lindley  on  Part.  57,  note  (d)  §§  591,  599;  Williams  vs.  Bank  of 
and  cases  cited.  See  also  Lindley  Michigan,  7  Wend.  542;  Wells  vs. 
on  Partnership  (6th  ed.),  p.  133  et  Gates,  18  Barb.  (N.  Y.)  554;  Dicey 
seq.  See,  also,  Wordsworth  on  on  Parjies,  170,  172  (Truman's 
Joint-Stock  Companies,  ch.  viii.  and  notes);  East  Haddam  Bapt.  Ch.  vs. 
cases  cited;  Pars,  on  Part.  (3d  ed.)  East  Haddam  Bapt.  Soc.,  44  Conn. 
45  note  (b);  (4th  ed.)  §  60,  and  note  259;  Haskins  vs.  Alcott,  13  Ohio  St. 
2;  Ebbinghousen  vs.  Worth  Club,  4  216.  But  in  equity  in  certain  ci> 
Ab.  New  Cas.  (N.  Y.)  300,  and  note,  cumstances  suit  may  be  maintained 
where  a  full  discussion  of  this  sub-  by  the  trustees  of  a  voluntary  asso- 
ject  is  made;  Park  vs.  Simmons,  10  ciation  on  behalf  of  themselves  and 
Hun  (N.Y.),  128,  which  seems  to  be  their  associates.  Birmingham  vs. 
contrary  to  the  majority  of  the  GaUagher,  112  Mass.  190;  or  against 
cases  on  this  subject,  and  is  ex-  the  board  of  directors,  Greer  vs. 
pressly  repudiated  by  Ebbinghousen  Stoller,  77  Fed.  1. 

vs.  Worth  Club  (supra);  Lafond  vs.  '  This  act  and  its  amendments  (L. 
Deems,  1  Ab.  New  Cas.  318;  81  N.  1851,  ch.  455,  and  L.  1853,  ch.  153) 
Y.  507.  As  to  the  question  of  lia-  were  repealed  by  L.  1880,  ch.  245, 
bility  of  members  of  a  club  for  and  their  provisions  have  been  re- 
negligence  in  the  management  of  enacted  in  the  Code  Civ.  Pro. 
their  property,  see  English  vs.  §§  1919-1924.  The  amendment  of 
Brenan,  60  N.  Y.  609;  2  Hilliard  on  1854  (L.  1854,  ch.  245)  was  repealed 
Torts,  230.  by  and  re-enacted  in  the   Joint- 

>  Ang.  &  Ames  on  Corp.  (10th  ed.)  Stock  Association  Law  (L.   1894, 
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This  provision,  not  being  deemed  broad  enough,  was  ex- 
tended by  the  Laws  of  1851,  ch.  455,  to  any  company  or 
association  composed  of  not  less  than  seven  persons  who  are 
owners  of,  or  have  an  interest  in,  any  property,  right  of  ac- 
tion or  demand,  jointly  or  in  common,  or  who  may  be  liable 
to  any  action  on  account  of  such  ownership  or  interest.^ 

The  Kew  York  statute  provides  that  where  an  associa- 
tion consists  of  more  than  seven  members,^  the  action 
may  be  brought  in  the  name  of  the  president,*  and  this 

cb.  235).  Whether  this  act  extends  purpose  of  carrying  on  a  trade  or 
to  private  voluntary  copartnerships  business  in  that  State,  or  holding 
or  associations,  which  are  not  or-  property  therein,  may  sue  or  be 
ganized  in  pursuance  of  some  stat-  sued  by  the  usual  or  ordinary  name 
ute,  was  questioned  in  Austin  vs.  which  it  has  assumed,  or  by  which 
Searing,  16  N.  Y.  112;  and  in  Rorke  it  is  known;  and,  in  such  case,  it 
vs.  Russell,  2  Lans.  Rep.  (N.  Y.)  shall  not  be  necessary  to  allege  or 
244;  see  also  Ebbinghousen  vs.  prove  the  names  of  the  individual 
Worth  Club,  4  Ab.  New  Caa.  300.  members  thereof.  The  above  stat- 
But  this  question  is  put  at  rest  by  ute  only  applies  to  companies  doing 
§  1919,  Code  Civ.  Pro.,  which  specif-  business  within  the  State.  Haakins 
icaUy  includes  partnerships  and  vs.  Alcott,  13  Ohio  St.  216. 
unincorporated  associations.  In  England    several  acta  have 

It  has  been  held  that  such  a  state  been  passed  allowing  certain  speci- 
statute,  authorizing  one  or  more  fied  unincorporated  associations  to 
members  of  an  unincorporated  asso-  sue  and  be  sued  in  the  name  of  their 
dation  to  represent  the  others  in  officers  for  the  time  being.  1 
the  courts,  will  be  followed  by  a  Chitty's  PI.  16  (16th  Amer.  ed.). 
Federal  court  of  equity,  and  the  '  The  allegation  that  the  associsr 
members  conclusively  presumed  to  tion  consists  of  seven  or  more  mem- 
have  the  same  citizenship  as  such  bers  is  material  and  issuable, 
officers.  1  Foster's  Fed.  Pr.  (2d  Tiffany  vs.  Williams,  10  Abb.  P. 
ed.)  §  45,  p.  118,  and  cases  cited  in  R.  204. 
note  27.  *0r   treasurer.     3    N.    Y.    Rev. 

*  By  the  laws  of  Pennsylvania,  in  Stat.  (6th  ed.)  762;  Code  Civ.  Pro. 
the  case  of  joint-stock  companies,  §  1919.  But  the  action  cannot  be 
imincorporated,  process  may  be  brou^t  against  both  president  and 
served  upon  any  officer,  agent,  etc.  treasurer.  Schmidt  vs.  Gunther, 
Pepper  &  Lewis's  Dig.  vol.  4,  p.  5  Daly,  452.  The  action  cannot  be 
1361,  By  the  Rev.  Stat,  of  Ohio,  brou^t  against  the  association  as 
§  501 1,  a  partnership  formed  for  the  such,  and  service  on  the  secretary  is 
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provision  has  been  held  to  extend  the  remedy  to  all  associa- 
tions.^ 
The  statute  applies  to  the  remedy,  and  the  lex  fori 

insufficient.  Hanke  vs.  Cigar  Mak-  Wheeler,  113  Mass.  179.  But  see 
ers'  Union,  58  Supp.  412.  If  the  BuUard  vs.  Kinney,  10  Cal.  60; 
association  has  no  president,  the  Coal  Company  vs.  Fry,  4  Phil.  (Pa.) 
action  may  be  brought  by  some  of  129;  Wilson  vs.  Curzon,  15  M.  &  W. 
the  members  on  behalf  of  them-  532;  Perring  vs.  Hone,  4  Bing.  28; 
selves  and  the  other  members,  and  Holmes  vs.  Higgins,  1  B.  &  C.  74. 
such  action  may  be  so  brought  As  to  when  the  agent  of  a  Lloyd's 
whether  there  is  a  president  or  not,  Assn.  may  be  sued,  see  New  York 
§  1919  of  the  Code  not  limiting  the  vs.  Whipple,  36  App.  Div.  49. 
effect  of  §  446  and  §  448.  Bloete  The  officer  sued  in  his  representa- 
vs.  Simon,  12  Civ.  Pro.  Rep.  114.  tive  capacity  is  a  party  to  the  ac- 
*  Bridenbecker  vs.  Hoard,  32  tion  and  as  such  may  be  examined 
How.  Pr.  (N.  Y.)  289;  Tibbetts  vs.  before  trial.  Woods  vs.  De  Figa- 
Blood,  21  Barb.  650;  Coming  vs.  niere,  1  Rob.  607;  McGuffin  vs. 
Greene,  23  id.  33;  De  Witt  vs.  Dinsmorc,  4  Abb.  N.  C.  241 ;  Brooks 
Chandler,  11  Ab.  Pr.  (N.  Y.)  459,  vs.  Hoey,  18  Civ.  Pro.  (N.  Y.)  98; 
470;  National  Bank  vs.  Lasher,  1  Whitman  vs.  Hubhill,  30  Fed.  Rep. 
T.  &  C.  (N.  Y.)  313;  Waller  vs.  81.  Contra  Duncan  vs.  Jones,  32 
Thomas,  42  How.  Pr.  (N.  Y.)  346;  Hun,  12,  where,  however,  it  was 
Ebbinghousen  vs.  Worth  Club.  4  said  that,  in  a  proper  case,  he  may 
Ab.  New  Cas.  300;  Allen  vs.  Clark,  be  examined  before  trial  as  a  wit- 
65  Barb.  563;  National  Bank  vs.   ness. 

Van  Derwerker,  74  N.  Y.  234;  and  No  power  is  given  to  the  desig- 
see  4  Duer,  362;  18  Ab.  Pr.  191;  55  nated  officers  to  sue  where  the 
Barb.  487.  §  1919,  N.  Y.  Code  members  themselves  could  not  have 
Civ.  Pro.,  extends  the  remedy  to  all  sued.  Coming  vs.  Green,  23  id.  33. 
associations  having  a  president  or  And  it  is  immaterial  whether  the 
treasurer.  So  an  action  may  be  officer  sued  is  an  infant  or  not. 
brought  in  the  name  of  the  presi-  The  action  is  against  the  officer  as 
dent,  to  recover  caUs  from  share-  such,  not  against  him  as  an  indi- 
holders.  Bray  vs.  Farwell,  3  Lans.  vidual.  NicoU  vs.  Munn  (N.  Y. 
(N.  Y.)  Rep.  495.  So  a  member  of  Sup.  Chambers),  N.  Y.  Law  Jour- 
a  joint-stock  association  may  main-  nal,  p.  432,  Nov.  16,  1894. 
tain  an  action  against  such  associa-  The  statute,  of  course*  only  ap- 
tion.  It  is  not  an  action  against  plies  to  the  remedy  in  the  State, 
himself.  Westcott  vs.  Fargo,  61  and  members  of  such  an  associa- 
N.  Y.  542;  Saltsman  vs.  Shults,  14  tion,  may  be  sued  in  other  states 
Hun  (N.  Y.),  256.  See  McMahon  as  partners.  Boston  &  Alb.  R.  Co. 
vs.  Rauhr,  47  N.  Y.  67;  Sander  vs.  vs.  Pearson,  128  Mass.  445. 
Eidlen,   13  Daly,   238;   Snow  vs.       In  France  the  S3mdic  who  is  at  the 
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governs.  It  is  not  confined  to  associations  of  the  State  of 
New  Yorky  bat  applies  to  all  associations  which  come  into 
court  nnder  it.  Where  the  statute  provides  a  remedy,  it 
extends  to  all  persojis  who  use  it,  unless  the  act,  by  its  terms, 
expressly  limits  its  application.^ 

In  the  case  of  Borke  vs.  Bussell '  it  was  held  that  the 
above-cited  statutes  were  passed  for  the  purpose  of  facil- 
itating a  certain  class  or  kind  of  legal  actions,  relating  to, 
or  by  which  a  remedy  is  sought  as  regards,  the  "  joint  prop- 
erty and  effects "  of  the  company  or  association ;  and  that 
where,  in  an  action  against  the  president  of  the  New  York 


head  of  the  syndical  board  as  gov-  adjoints,  pour  exeroer  une  police 

ermng  committee,  is  the  legal  rep-  int^rieure,  rechercher  les  contraven- 

lesentative  (mandataire)  both  of  the  tions  aiudais  et  r^glements  et  les 

committee  and  of  the  association  faire  connattre  ii  Tautorit^  publique. 

and  brings  action  on  their  behalf  in  Comme  toutes  les  corporations  ani^ 

his  own  name.  logues  institutes  par  la  loi,  tellcs 

In  the  case  of  Thomas,  a  member  que    celles    de    notaires,    avouds, 

of  the  Lyons  Exchange  or  company  avocats,  et  du  sein  desquelles  est 

of  agents  de  change,  the  Court  of  tir^  une  repr^ntation  charge  de 

Cassation  decided  in  1885  that  it  is  r^gler   les   questions  de  discipline 

the  "syndic  qui   lui-m6me  repr4-  int^rieure    et  de  faire  valoir  leur 

sente   l^galement    la    chambre    et  int^rto  au  dehors,  la  corporation 

toute  la  corporation ;  qu'il  en  r^sulte  des  agents  de  change  a  ^t^  par 

qu'au  cas  de  n€cessit6  d'agir  contre  cette    disposition     pourvue    d'un 

un  d^iteur  de  la  caisse,   c'est  le  corps    repr^ntatif,    la    chambre 

syndic  qui  a  seul  quality  pour  in-  syndical  ayant  ii  sa  t^te  le  syndic, 

tenter  Taction;  etqu'il  exerce  en  son  charge  de  peisonnifier  et  de  repr^ 

nom  propre  en  vertu  de  son  titre  de  senter  la  corporation  dans  toutes 

mandataire  l^gal;  et  k  defaut  du  les   ciroonstances  oti  ce  serait  n6- 

sjrndic,  au  liquidateur  que  la  justice  cessaire." 

aura  design^  pour  en  remplir  les  *  See  also  N.  Y.  Code  of  Civil 

fonctions."     (Sirey,  1886,  1,456).  Proc.  §  448,  allowing  one  to  be  sued, 

In  a  note  on  the  same  page  the  where  a  large  number  of  persons  are 

functions  of  the  syndic  and  syndical  interested.     See   Diepenbrock   vs. 

chamber  are   thus   defined:   "Les  Produce  Exchange,   N.  Y.  L.  J., 

agents  de  change  de  chaque  place  July  11,  1901. 

doivent  se  r^nir  et  nommer,  k  \&  '2  Lans.  (N.  Y.)  245. 
majority  absolue,  un  syndic  et  six 
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Mining  Stock  Board,  the  only  relief  asked  for  was  that  the 
president  of  the  board,  its  officers  and  members,  should  be 
restrained  from  enfoi^cing  the  vote  or  resolution  of  the 
board,  suspending  the  plaintiff  from  his  membership  for  a 
certain  number  of  days,  it  was  held  that  the  action  was  not 
within  either  of  these  statutes ;  that  plaintiff  could  not  bring 
a  suit  against  the  president  alone ;  that  such  a  suit  could 
not  be  regarded  as  a  suit  against  the  company  or  board  ; 
that  no  member  of  the  latter  would  be  regarded  as  a  party 
to  it;  and  that,  accordingly,  an  injunction  could  not  be 
regularly  issued  against  any  one  else  than  the  president. 

This  construction  seems  too  narrow,  and  it  was  dissented 
from  by  one  of  the  justices  ;  but,  although  the  decision  does 
not  appear  to  have  been  expressly  overruled,  subsequent 
cases  would  seem  to  show  that  it  has  not  been  followed  as 
a  precedent.^ 

And  in  the  later  case  of  National  Bank  vs.  Van  Der- 
werker,'  where  the  defence  was,  that  to  bring  a  case  within 
the  statute  in  question  it  was  necessary  to  show  the  exist- 
ence of  a  company  having  stock  divided  into  shares,  and 
shareholders  holding  the  same,  the  court  held  that  the  stat- 

'  Since  the  above  was  written  the  within  the  purpose  designed  to 
case  in  question  has  been  expressly  be  accomplished  by  the  acts  of 
overruled  by  Mervin,  J.  (Spec.  1849  and  1851.  See  also  Mc- 
Term,  Sup.  Ct.),  who  held  in  Fritz  Kane  vs.  Dem.  Gen.  C!omm.,  21 
vs.  Muck,  62  How.  Pr.  69,  that  an  Abb.  N.  C.  89.  White  vs.  Brownell, 
action  may  be  maintained  against  2  Daly,  329,  and  Hutchinson  vs. 
the  president  of  a  voluntary  asso-  Lawrence,  67  How.  Pr.  38,  are  cases 
ciation,  by  an  expelled  member,  to  of  the  same  nature,  brought  against 
compel  his  restoration.  The  object  the  president,  where,  however,  the 
of  the  plaintiff  is  to  place  himself  in  point  in  question  was  not  raised, 
a  position  where  he  can  reach  the  *  74  X.  Y.  234;  §  1919,  Code  Civ. 
joint  property;  and  so  the  action  is  Pro.,  expressly  includes  any  part- 
in  regard  to  the  joint  rights  and  nership  having  a  president  or  treas- 
property   of  the   association    and  urer. 
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ate  required  no  greater  formalities  in  that  respect  for  the 
formation  of  such  associations  than  for  the  formation  of 
ordinary  partnerships.  In  that  case  it  appeared  that  an 
association  existed  which  had  adopted  for  its  title  the  Old 
Saratoga  Union  Store  Association.  It  had  more  than  fifty 
members,  but  there  were  no  written  articles  signed  by  the 
members,  nor  any  articles  of  incorporation,  except  a  con- 
stitution and  by-laws.  There  were  also  a  president  and 
board  of  directors.  The  president  of  the  association,  under 
authority  of  the  body,  made  certain  promissory  notes.  In 
an  action  on  these  notes  the  court  held  that  the  suit  was 
properly  brought  against  the  association,  in  the  name  of  the 
president ;  and  that  judgment  in  such  an  action,  and  exe- 
cution thereon,  bound  the  joint  property  of  the  association, 
and  not  the  individual  property  of  the  president. 

In  the  cases  cited  in  the  notes  saits  were  instituted  against 
the  Stock  Exchange  in  the  name  of  its  president,  ^  and  in  the 
State  of  New  York,  under  the  statutes  in  question,  there 
appears  to  be  no  legal  impediment  to  the  bringing  of  a  suit 
against  the  Stock  Exchange  in  the  name  of  the  president, 
treasurer,  or  other  officer  named  in  the  act.' 

*  Heath  vs.  Prest.  Gold  Exchange,  121  N.Y.  284.    Suit  maybe  brought 

7  Ab.  Pr.  (n.  s.)  251 ;  s.  c.  38  How.  by    the    latter  Exchange  in  the 

Pr.  168;  White  vs.  Brownell,  3  Ab.  name  of  its  president.    Wilson  vs. 

Pr.  318;  4  id.  162;  Sewell  vs.  Ives,  61  Conamercial  Tel.  Co.,  3  N.  Y.  Supp. 

How.  Pr.  54;  Rorke  vs.  Russell,  2  633.    And   a   local   assembly    (an 

Lans.  (N.  Y.)  245;  Commercial  Tel.  unincorporated  body)  of  the  Knights 

Co.  vs.  Smith,  47  Hun,  494;  Weston  of  Labor,  may  sue  in  the  name  of  its 

vs.  Ives,  97    N.   Y.   222;    Kuehn-  treasurer  (Code  Civ.  Pro.  §  1919). 

mundt  vs.  Smith,  2  N.  Y.  Supp.  626;  Wicks  vs.  Monihan,  54  Hun,  616. 
Belton  vs.  Hatch,  109  N.  Y.  593;       '  In  the  case  of  Sewell  vs.  Ives,  61 

Hai^t  V8.   Dickerman,  18  N.  Y.  How.  Pr.  54,  the  question  was  di- 

Supp.  559.     As  to  the  New  York  rectly  raised,  and  the  form  of  the 

Consolidated  Stock  and  Petroleum  action  against  the  President  of  the 

Exchange,  see  50  Hun,  166,  aff'd  Stock  Exchange  sustained^  under 
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In  the  case  of  Rorke  vs.  Bussell,  above  referred  to^^  it  was 
held,  by  Mr.  Justice  Ingraham,  that  where  an  injunction 
was  issued  and  served  on  the  defendant,  in  an  action  against 
the  president  of  an  association  which  purported  to  restrain 
him  ^'  as  president-"  of  the  association,  ^'  its  officers  and 
members,"  the  associates  to  whom  the  service  was  made 
known,  and  the  summons,  complaint,  and  order  were  read, 
at  a  meeting  of  the  association,  by  its  officers  acting  thereat, 
were  amenable  for  contempt  in  taking  proceedings  contrary 
to  the  prohibitions  of  the  injunction. 

The  Kew  York  statute  further  provides  that  after  judg- 
ment shall  be  obtained  against  any  joint-stock  company  or 
association,  and  execution  thereon  shall  be  returned  unsatis- 
fied in  whole  or  in  part,  suits  may  be  brought  against  any 
or  all  of  the  shareholders  or  associates,  individually  ;  but  no 
more  than  one  suit  shall  be  brought  or  ipaintained  against 

the  aforementioned  act.    See  also  459;   Bridenbecker  vs.  Hoard,  23 

Olery  vs.  Brown,  61  How.  Pr.  (N.  How.  Pr.  (N.  Y.)  289;  Austin  vs. 

Y.)  92.    It  is  immaterial  by  what  Searing,  16  N.  Y.  112;  Masterson  vs. 

name  the  chief  executive  officer  is  Botts,  4  Ab.  Pr.  Rep.  130;  N.  Y. 

called,  'vdiether  president,  or  chair-  Marbled  Iron  Works  vs.  Smith,  4 

man  or  otherwise.     Hathaway  vs.  Duer  (N.Y.),  362;  East  River  Bank 

Am.  Min.  St.    Ex.,  31  Hun,  575.  vs.  Judah,  10  How.  Pr.  135;  Leon- 

For  cases  interpreting   §  1919,  N.  ardville  Bank  vs.  Willard,  25  N.  Y. 

Y.  Code  Civ.  Pro.,  see  cases  cited  574;  People  vs.  Olmsted,  45  Baib. 

in   the   notes  to   that    section,    2  644,   647.     In    providing    by    sec. 

Bliss's  5th  ed.  Code  Civ.  Pro.     Also  1919  of  the  Code  that  actions  and 

Stover's,  6th  ed.,  and    the    cases  proceedings  may  be  brought  by  or 

cited  in  Birdseye's  Rev.  Statutes,  against  such  associations,  it  would 

Codes   and  Gen.   Laws  of  N.  Y.,  be  a  forced  construction  to  hold  that 

vol.  2,  pp.  1953,  1954.     For  other  legal  process  of  every  kind  (such  as 

cases,  interpreting  the  statutes  of  mandamus)  available  against  pub- 

1849   and    1851 ,   see   Schmidt   vs.  lie  or  private  individuals  and  cor- 

Gunther,  5  Daly,  452.     Also  cases  porations  may  be  levelled  against 

cited  in  note  to  Ebbinghousen  vs.  unincorporated  associations.    Wei- 

Worth  aub,  4  Ab.  New  Caa.  311;  denfeld  v.  Keppler,  84  A.  D.  235; 

Tibbetts  vs.  Blood,  21  Barb.  650;  aflf'd  68  N.  E.  1125. 

De  Witt  VB.  Chandler,  11  Ab.  Pr.  »  2  Lans.  (N.  Y.)  Rep.  245. 
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said  shareholders  at  any  one  time,  nor  until  the  same  shall 
have  been  determined,  and  execution  issued  and  returned 
unsatisfied,  in  whole  or  in  part.^ 

The  effect  of  these  statutes  permitting  an  unincorporated 
association  to  sue  and  to  be  sued  in  the  name  of  one  or  more 
of  its  officers,  has  been  to  remove  another  great  objection 
to  such  organizations,  and  to  make  them  equal  in  dignity 
and  efficacy  to  corporations. 

In  Pennsylvania  the  first  case  which  seems  to  have  arisen, 
involving  a  question  between  the  Philadelphia  Stock  Ex- 
change and  its  members,  was  that  of  Leech  vs.  Harris.' 
There  a  bill  was  filed  to  prevent  the  plaintiff  from  being 
suspended  as  a  member  of  the  Exchange.  In  that  case  a 
committee  of  the  Exchange  was  appointed  by  the  president 
to  investigate  a  certain  claim  against  the  plaintiff.  Appre- 
hending that  the  committee  would  suspend  him,  the  plain- 
tiff asked  for  an  injunction.  The  action  was  brought  against 
the  members  of  the  committee  as  a  ^^  Committee  and  Mem- 
bers of  the  Board  of  Brokers,"  and  no  objection  seems  to 
have  been  taken  to  this  form  of  the  action,  the  injunction 
being  granted  preventing  the  plaintiff's  expulsion. 

In  another  case^  the  action  was  brought  against  the 
"  Treasurer  of  the  Board  of  Brokers  and  the  Philadelphia 
Board  of  Brokers ; "  and  in  a  previous  case.  Leech  vs.  Leech,* 
^'  the  Board  of  Brokers  "  were  made  garnishees. 


>  Laws,  1849,    ch.   258,    t  4,    as  Notes  Cas.  (Pa.)  541,  542,  and  see 

amended,   L.    1853,   ch.   153,   and  Leech  vs.  Leech,  id.  542,  where  a 

since  the  text  was  written  embodied  suit    was    brought    against    ''The 

in  {{  1922,  1923,  N.  Y.  Code  Civ.  Board    of     Brokers,"    garnishees. 

Pro.     See   Humbert  vs.   Abeel,   7  Also  Evans  vs.  Wister,  infra. 

Civ.  Proc.  R.  417.  *  Id.  542,  note. 

» 2  Brews.  (Pa.)  571. 

'  Singerly  vs.  Johnson,  3  Weekly 
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So  in  the  case  of  Moxey's  Appeal,  decided  by  the  Supreme 
Court  of  Pennsylvania  in  January,  1881,^  where  the  action 
was,  in  equity,  to  restrain  defendants,  inter  alia^  from  inter- 
fering with  plaintiff's  right  and  privilege  of  using  his  seat 
in  the  board,  the  bill  was  filed  against "  The  Philadelphia 
Stock  Exchange,  A.  B.,  president  thereof."  * 

In  view  of  these  authorities,  there  would  seem  to  be  no 
difficulty,  in  the  State  of  Pennsylvania,  in  maintaining  an 
action  against  the  Exchange  as  a  body,  without  joining  the 
individual  members.' 

^  9  Weekly  Notes  Cas.  441,  aff 'g  sociation  by  certain  of  its  members, 

37  Legal  Int.  82.  the  plaintifif  cannot  be    nonsuited 

'  See  also  Evans  vs.  Wister,  1  for  want  of  parties,  when  there  is  no 
Weekly  Notes  Cas.  181.  In  Pan-  plea  in  abatement,  and  the  plain- 
coast  vs.  Gowen,  93  Pa.  66,  an  at-  tiffs  are  responsible  for  costs.  This 
tachment  execution  was  sought  case  was  also  followed  in  Sparks  vs. 
against  Henry  Gowen  and  others  Husted,  5  Pa.  D.  R.  189;  Virtue  vs. 
trading  as  the  Philadelphia  Stock  loka,  id.  634.  But  an  action  at 
Exchange,  garnishees,  and  no  ob-  law  is  not  maintainable  against  an 
jection  was  made  to  the  form  of  unincorporated  beneficial  society, 
the  proceeding.  In  Cochran  vs.  McDonnell  vs.  Trustees,  24  Pa.  C. 
Adams,  180  Pa.  St.  489,  certain  C.  40.  And  it  is  still  the  law  in 
officers  of  the  Philadelphia  Stock  Pennsylvania  that  an  unincorpo- 
Exchange  were  sued  without  objec-  rated  association  cannot  be  sued  as 
tion  being  rtused  as  copartners  such.  McConnell  vs.  Apollo,  146 
trading  as  the  Philadelphia  Stock  Ex-  Pa.  St.  79. 

change.    The  action,  however,  was       '  See  ante,  p.  41,  n.  1,  for  statutes 

not  to  charge  them  as  partners  but  of  Pennsylvania  relating  to  suits 

to  reach  a  particular  fund  in  their  against  unincorporated  joint-stock 

official    custody.    See    also    Shep-  associations.    By  P.  L.  1890,  p.  353, 

pard  vs.  Barrett,  17  Phil.  145.     In  service  on  unincorporated  associa- 

Liederkranz    Singing    Society    vs.  tions  for  business  purposes  may  be 

Tum-Verein,  163  Pa.  St.  265,  fol-  made  on  any  officer.     And  by  P.  L. 

lowed  in  Powell  vs.  Dunn,  7  Pa.  1901,    p.   614,    service   on   limited 

Dist.  R.  275,  it  was  held  that  in  the  partnerships,  etc.,  may  be  made  on 

case  of  unincorporated  associations  any  officer  or  agent.     See  Camden 

whose   membership   is   large,    suit  vs.  Guarantors,  35  A.  796.     In  the 

may  be  brought  by  some  of  the  mem-  case  of  Kurz  vs.  Eggert  (9  Weekly 

bers  on  behalf  of  all,  but  if  the  ac-  Notes  Cas.  126),  the  plaintiif  brought 

tion  is  brought  in  the  name  of  the  as-  an  action  of  assumpsit  against  the 
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There  seems  to  be  no  statute  in  Massachusetts  providing 
for  the  bringing  of  actions  by  or  against  voluntary  associ- 
ations, in  the  name  of  their  officers  or  otherwise.  Nor  are 
there  any  laws  declaring  the  status  or  regulating  the  man- 
agement of  such  bodies.  But  such  associations  have  been 
recognized  as  l^;al,  and  suits  have  been  brought  against, 
and  in  the  name  of,  their  trustees.  But  the  actions  were 
brought  in  respect  to  contracts  made  with  trustees,  by 
name,  and  their  successors,  of  such  associations.* 

Under  the  General  Statutes  of  Connecticut  actions  and 
suits  may  be  brought  by  and  against  voluntary  associations 
as  such,  and  judgment  may  be  had  and  execution  issued 
against  them.'  It  has  been  held  that  such  an  association 
may  compromise  a  suit  brought  against  it.'  Formerly 
it  could  not  be  sued  by  a  member.^    But,  by  section  588 

president,  a  trustee,  and  the  treas-  See  also  Edwards  vs.  Warren,  168 

urar    of    The    Augusta    Teutonia  Mass.  564.    In  a  case  in  California 

Lodge,  No.  34  Deutsche  Order  of  (Rorke   vs.   San   Francisco   Stock 

Hamgari,  an  unincorporated  bene-  Exchange   Board,  09  Cal.  196)  the 

fidal   association,    to   recover  the  plaintiff  sought  by  mandamus  to 

amount  to  be  paid  during  the  sick-  oompd  his  restoration  to  member- 

nesB  of  plaintiff.    The  defendant  ship  in  the  defendant,  an  unincor- 

demurred,  on  the  ground  that  plain-  porated  vohmtary  association.    No 

tiff  could  not  maintain  an  action  at  objection    appears   to   have   been 

law  against  the  officers  of  the  asso-  made  to  the  form  of  remedy.    But 

ciation.    The  court  held  that,  not-  in  a  prior  case  in  that  State  it  was 

irithstanding  the  act  of  April  28,  held  that  the  Exchange  could  not 

1876  (P.  L.  53,  Purd.  Dig.  1981),  be  sued  by  its  common  name  under 

declaring  that  such  benefits  ehsU  be  the  Code  Civ.  Proc  {388,  as  it  was 

paid  from  the  treasury  only,  such  not  engaged  in  any  business.    Swifts 

asBodations   still    continue   to   be  vs.  S.  F.  S.  &  E.  Board,  67  Cal.  667. 

partnerships,  and  that  the  action  '  Gen.  Stat.  Conn.  Rev.  of  1902, 

was  impropcaiy  brought.    See  also  {  588. 

Riven  vs.   Fame,   11   C.  C.  241;  'Ancient  Order  of  Foresters  vs. 

Manning  vs.  Klein,  11  C.  C.  525.  Court  Abraham  Lincoln,  40  A.  606. 

'  Merrill  vs.  Mclntyre,  13  Gray,  *  Huth  vs.  Humboldt,  61  Conn. 

157;  Baxter  vs.  Mclntyre,  13  Gray,  227,  contra  McCabe  vs.  Goodfellow, 

168;  Delano  vs.  WUd,  6  Allen,  1.  61  Hun,  619. 
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of  the  General  Statutes  (Revision  of  1902),  a  member  may 
sue  the  association,  which  may  also  sae  a  member. 

It  is  optional  with  a  creditor  of  sach  an  association  to 
sue  the  association  as  such,  in  which  case  he  can  only 
levy  on  its  property;  or  to  sue  the  members,  in  which 
case  the  members  are  individually  liable.^  Under  section 
573  of  the  General  Statutes,  service  of  process  in  actions 
against  voluntary  associations  may  be  made  upon  the  pre- 
siding officer,  secretary  or  treasurer. 

In  Colorado  two  or  more  persons  associated  in  business 
under  a  conmion  name  may  be  sued  by  such  name.'  An 
unincorporated  association  may,  under  this  section,  be  sued 
by  the  name  under  which  it  did  business.^ 

And  a  similar  statute  has  been   enacted  in  Minnesota.' 

In  Kentucky  an  association  consisting  of  over  3,000 
members  will,  under  the  Constitution  and  statutory  enact- 
ment, be  treated  as  a  corporation  for  the  purpose  of  process.' 

In  Texas  suit  may  brought  by  an  unincorporated  society 
by  its  name,  if  the  petition  describes  it  as  a  voluntary 
association  composed  of  certain  named  persons  as  plain- 
tiffs, and  there  is  no  allegation  of  incorporation." 

In  Ohio  a  few  individuals  may  sue  or  be  sued  as  repre- 
sentatives of  a  class.^ 

In  Illinois  a  voluntary  association  may  be  sued  in  equity 

'  Davison   vs.  Holden,  55  Conn.  *  Adams  Express  Ck>.  vs.  Scho- 

103.  field,  64  S.  W.  (Ky.)  903.     But  see 

'CJode,  i  14.  48  S.  W.  (Ky.)  1091. 

'  Endowment  Rank  (Knights  of  *  Ackerman  vs.  Ackerman,  60  S. 

Pythias),  53  P.  (Col.)  285.  W.  (Tex.)  366. 

*  Gen.  St.  1878,  ch.  66,  §  42;  Gale  '  American  Steel  &  Wire  Co.  vs. 

vs.  Townsend,  45  Minn.  357.    See  Wire   Drawer's   Unions,    90   Fed. 

as  to  this  subject  generally,  Ameri-  598. 
can  Digest  (Century  ed.),  vol.  4, 
p.  2536  et  seq.,  and  Annuals. 
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as  such  if  it  is  a  de  facto  corporation,  viz.,  if  it  has  an  or- 
ganization consisting  of  directors,  president,  secretary  and 
other  officers,  if  its  name  implies  a  corporation,  and  if  it 
exercises  corporate  powers.  When  its  members  are  numer- 
ons,  service  of  process  upon  a  part,  who  act  for  other 
members  as  well  as  themsel  ves,  is  sufficient.  If  the  members 
are  scattered  all  over  the  United  States  and  Canada,  service 
on  the  secretary  will  suffice,^  but  in  a  common-law  action 
all  the  members,  however  numerous,  must  join.' 

In  Missouri  a  judgment  cannot  be  rendered  in  favor  of 
or  against  an  unincorporated  association  as  such.' 

A  statute  similar  to  the  New  York  statute  was  enacted 
in  Michigan  in  1897  (Comp.  L.  §  §  10,025-6).  But  the 
statute  does  not  take  away  the  right  to  sue  the  members 
individually.^    This  statute  is  constitutional.' 

In  Georgia  an  objection  that  all  the  beneficiaries 
of  a  voluntary  association  should  be  parties  to  a  suit 
against  it,  must  be  taken  by  special,  and  not  by  general, 
demurrer.* 

There  is  another  class  of  cases  which  should  be  referred 
to  in  this  connection,  viz.,  where  instruments  are  given  to 
unincorporated  associations  whereby  money  is  secured  and 
made  payable  to  some  officer  of  the  company  and  his  ^^buo- 
cessors  in  office.^^  A  number  of  the  English  cases  hold  that 
effect  cannot  be  given  to  such  an  instrument,  it  being  an 
attempt  to  provide  for  payment  to  official  successors  ;  that 
it  is  in  law  constituting  the  officer  a  corporation  sole,  which 

'  Fitzpatrick  vs.  Rutter,  160  111.  *  Jenkinson  vs.  Wyaner,  83  N. 
282.  W.  1012. 

'O'Conndl  vb.  Lamb,  63  lU.  *  United  States  Ck>.  vs.  Union, 
App.  652.  88  N.  W.  (Mich.)  889. 

'  Hajek  vs.  Bohemian  Society,  66  'Plant  vs.  Dickerson,  45  S.  £. 
Mo.  App.  568.  (Ga.)  483. 
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cannot  be  done  by  agreement,  but  must  be  done  by  the 
crown.^ 

In  such  a  case  it  would  seem  that  the  right  of  action  at 
common  law  (unless  atfected  by  statute)  on  a  contract  made 
with  several  persons  jointly  passes  on  the  death  of  each  to 
the  survivors,  and,  on  the  death  of  the  last,  to  his  repre- 
sentatives.' 

In  the  United  States,  however,  the  law,  in  some  of  the 

States,  is  different ;  and  it  is  held  that  the  right  to  sue 
exists  in  the  subsequent  incumbent  of  the  office;  at  all 
events,  where  the  engagement  or  undertaking  is  for  the 
benefit  of  some  public  or  y?/a«i-public  body.^ 

There  have  been  some  decisions,  as  to  the  effect  of  the 
recovery  of  a  judgment  against  these  non-incorporated 
associations,  which  it  may  not  be  amiss  to  refer  to  in  this 
connection. 

Where  a  judgment  is  recovered  against  the  president  of 
an  association  for  a  debt  owing  by  the  latter,  it  does  not 
preclude  individual  members,  when  sued  for  the  same  debt, 
from  contesting  their  liability  for  the  debts  of  the  associa- 
tion. 

A  suit  against  the  president  is  necessary,  in  the  first  in- 
stance, by  the  express  terms  of  the  statute,  before  an  action 
against  the  members  can  be  maintained ;  but  the  judgment 
therein  is  only  so  far  effective  as  to  reach  the  property 

»  Dance  vs.  Girdler,  4  B.  &  P.  40;  209;  Gray  vs.  Pearson,  5  L.  R.  C.  P. 

Strange  vs.  Lee,  3  East,  484;  Graves  568;  Evans  vs.  Hooper,  L.  R.  1  Q. 

vs.  Colby,  per  Lord  Denman,  9  Ad.  B.  D.  45;  Howley  vs.  Knight,  14  Q. 

&  E.  356;  Metcalf  vs.  Bruin,   12  B.   240. 

East,  400;  also,  2  Camp.  422;  Pigott  »  Dicey  on  Parties,  128. 

vs.  Thompson,  3  B.  &  P.  147;  but  » Fishe  vs.  Ellis,  20  Mass.  532, 

see   this   latter  case   explained   in  Kean  vs.  Franklin,  5  Serg.  &  R.  154; 

Bowen  vs.  Morris,  2  Taunt.  381 ;  Commonw.  vs.  Shurman's  Adm.,  18 

Hybart  vs.  Parker,  4  C.  B.  (n.  s.)  Pa.  St.  (6  Har.)  347. 
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owned  by  the  association  ;  when  it  fails  to  secure  satis- 
faction of  the  debt,  then  an  action  against  the  associates 
directly  to  enforce  the  payment  of  the  debt  out  of  their 
own  individual  property  is  proper.^ 

At  most,  a  judgment  against  the  president  can  be  no  more 
than  prima  facie  evidence  in  the  plaintiff's  favor  in  a  sub- 
sequent action  against  the  associates.  It  will  not  sustain 
his  right  to  recover,  where  the  evidence  shows  that  the 
judgment  so  recovered  exceeds  the  mmount  for  which  the 
association  or  its  members  were  liable  in  the  action.^ 

The  statutes  of  New  York  also  provide  that  whenever  the 
property  of  a  joint-stock  association  is  represented  by  shares 
of  stock,  such  association  may  provide,  by  articles  of  associ- 
ation, that  the  death  of  any  stockholder,  or  assignment  of 
his  stock,  shaU  not  work  a  dissolution  of  the  association ; 
nor  shall  said  company  be  dissolved,  except  by  judgment  of 
a  court,  for  fraud  in  its  management,  or  other  good  cause  to 
such  court  shown,  or  in  pursuance  of  its  articles  of  associ- 
ation.' 

Under  this  section  it  has  been  decided,  in  the  State  of 
New  York,  that  a  dissolution  of  a  joint-stock  company  is  to 
be  conducted  mainly  according  to  the  methods  employed  in 

*  This  is  changed  by  { 1923,  N.  Y.  » Allen  vs.  Clark,  65  Barb.  563; 

Code  Civ.  Pro.,  and  an  action  may  Witherhead  vs.  Allen,  4  Ab.  (N.  Y.), 

be  maintained  in  the  first  instance  App.  628,  reversing  28  Barb.  661 ; 

against  ail  the  members.    Schwartz  Kingsland  vs.  Braisted,  2  Lans.  17; 

vs.  Wechler,  29  Abb.  N.  C.  332;  Robbins  vs.  Wells,  1  Robt.  (N.  Y.) 

Hudson  vs.  Spalding,  6  N.  Y.  Supp.  666.     If  the  treasurer  of  a  volun- 

877;  Humbert  vs.  Abeel,  7  N.  Y.  tary  association  gives  a  note  as  such, 

Civ.  Pro.  Rep.  417,  opposing  Flagg  he  is  not  personally  liable,  but  he 

vs.  Swift,  25  Hun,  623,  and  distin-  thereby    binds    all   the   meipHers. 

guishing  Witherhead  vs.  Allen,  4  Kierstead  vs.  Bennett,  93  Me.  3i^ 

Abb.  Ct.  App.  628.    See  also  April  '  Laws,  1854,  ch.  245. 
VB.  Baiid,  52  Supp.  973. 
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the  case  of  insolvent  corporations,  and  not  according  to 
those  derived  from  the  law  of  simple  partnerships.^ 

The  causes  for  which  the  courts  will  dissolve  such  bodies 
are  either  those  for  which  a  dissolution  is  specifically  pro- 
vided in  the  constitution,  or,  where  that  instrument  is  silent 
upon  the  subject,  a  dissolution  will  be  decreed  in  the  same 
cases  as  a  corporation.^ 

This  statute  (Laws,  1854,  ch.  245)  was  repealed  by  the 
Joint  Stock  Association  Law  (Laws  of  1894,  ch.  235),  sec- 
tion 2  of  which  provides  that  the  articles  of  a  joint-stock 
association  may  (1)  provide  that  the  death  of  a  stockholder, 
or  the  transfer  of  his  shares,  shall  not  work  a  dissolution  of 
the  association ;  (2)  prescribe  the  number  of  its  directors, 
not  less  than  three,  to  have  the  sole  management  of  its 
affairs ;  (3)  contain  any  other  provision  for  the  management 
of  its  affairs  not  inconsistent  with  law.  Section  5  provides 
that  a  joint-stock  association  shall  not  be  dissolved  except 
in  pursuance  of  its  articles  of  association,  or  by  consent  of 
all  its  stockholders,  or  by  judgment  of  a  court  for  fraud  in 
its  management,  or  for  good  cause  shown. 

It  can  scarcely  be  contended  that  the  Joint-Stock  Associ- 
ation Law  would  include  unincorporated  associations  like 

^  Waterbiiry  vs.  Mer.  Union  Ex.  ment  will  be  rendered  at  the  suit  of 
Co.,  50  Barb.  157,  s.  c,  3  Ab.  Pr.  one  or  more  members  against  aU  the 
(n.  8.)  163.  others  dissolving  the  society;  but 
'There  are  some  reported  cases  they  should  not  be  dissolved  for 
where  the  courts  have  been  asked  to  slight  causes,  and,  if  at  all,  only 
dissolve  these  unincorporated  asso-  when  it  \s  entirely  apparent  that 
ciations,  and  it  might  not  be  unprof-  the  organization  has  ceased  to  an- 
itable  to  refer  to  a  few  of  them  in  swer  the  ends  of  its  existence  and 
this  connection.  no  other  mode  of  relief  is  attain- 
Thus  it  has  been  held  that  in  case  able.  Lafond  vs.  Deems,  1  Ab.  New 
of  violent  dissensions  and  irreconcil-  Cas.  (N.  Y.)  318;  81  N.  Y.  607; 
able  differences  between  the  mem-  Fischer  vs.  Raab,  C.  P.,  Sp.  T.,  61 
bers  of  a  voluntary  association  judg-  How.  Pr.  67. 
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the  New  York  Stock  Exchange  within  its  purview,  inas- 
much as  the  definition  of  joint-stock  associations  could  not, 
as  has  been  already  stated  (antey  p.  37),  be  held  to  apply 
thereto,  and  as  there  are  substantial  changes  made  in  the 
statute  as  re-enacted,  the  provision  of  the  Statutory  Con- 
struction Law,  section  32,  continuing  a  statute  so  re-enacted, 
would  be  scarcely  applicable.^  Besides,  the  seventh  section 
of  the  Joint-Stock  Association  Law  contains  provisions  as 
to  increase  or  reduction  of  capital  stock,  etc.,  which  clearly 
indicate  the  legislative  intent  to  confine  its  operation  to 
joint-stock  associations,  as  such  associations  are  usually  un- 
derstood, and  not  to  unincorporated  stock  exchanges  with- 
out capital  stock,  directors,  articles  of  association,  or  termi- 
nable existence. 

There  is  no  provision  in  the  constitution  or  by-laws  of  the 
New  York  Stock  Exchange  relative  to  its  dissolution ;  and 
were  the  period  to  arrive  when  its  dissolution  should  be 
asked  for,  the  question  would  probably  be  determined  either 
by  a  court  of  equity  in  an  equitable  action  to  compel  its  dis* 
solution  or,  if  they  could  be  held  applicable,  by  the  statutes 
above  referred  to,  together  with  such  cases  as  have  been  de- 
cided under  them.^ 

^  McLoughlin  vs.  Erdlitz,  50  A.  ure,  providing  that  where  a  major- 

D.  518.  ity  of  the  trustees  favor  dissolution, 

'Where  the  interests  of  the  stock-  and  it  appears  that  a  dissolution 
holders  of  an  unincorporated  busi-  will  be  beneficial  to  the  interests 
ness  Exchange  are  so  discordant  as  of  the  stockholders,  .  .  .  the 
to  prevent  efifective  management,  court  must  make  a  final  order  dis- 
and  a  large  majority  of  both  trus-  solving  the  corporation.  Under 
tees  and  membera  wish  to  wind  up  such  circumstances  it  is  better  for 
its  affidrs,  dissolution  and  distribu-  all  that  a  dissolution  should  be 
tion  of  the  assets  among  the  stock-  ordered,  so  that  a  majority  ma}'  re- 
holders  will  be  beneficial  to  the  in-  incorporate  upon  some  more  prac- 
terests  of  the  stockholders,  within  tical  basis,  if  they  so  desire,  and 
section  2429,  Code  of  Civil  Proced-  the    majority    may   no  longer  be 
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UDcler  the  present  laws  of  the  Stock  Exchange  of  New 
York,  there  would  appear  to  be  little  difficulty  in  dividing 
its  property  if  a  dissolution  were  to  take  place.  By  dividing 
the  property  by  the  number  of  seats,  the  result  would  clearly 
appear.  But  as  there  has  arisen  considerable  dispute  upon 
the  dissolution  of  voluntary  societies,  a  number  of  cases  are 
collected  in  the  notes  which  show  upon  what  principle  and 
by  what  methods  the  court  directs  a  distribution  in  those  in- 
stances where  the  regulations  or  laws  of  the  associations 
have  left  the  matter  unsettled  or  in  doubt^ 

forced  to  keep  up  a  feeble  and  use-  held  in  the  case  of  a  benefit  sodety, 

less    organization,    in    which  they  although  for  fifty  years  there  had 

take  no  interest,  and  from  which  never  been  a  call  for  relief  upon  the 

they  derive  no  benefit.     In  re  Im-  society  pursuant  to  its  articles,  and 

porters  &  Grocers'   Exchange    of  the  fund  was  the  accumulation  of 

New  York,  132  N.  Y.  212;  8  N.  Y.  voluntary    assessments,    all   made 

Supp.  319,  affirmed.  more  than  forty  years  before  the 

^  In  Brown  vs.  Dale,  27  W.  R.  suit.    Torrey  vs.  Baker,    83  liass. 

149,  in  the  chancery  division  of  the  120. 

English  Court,  the  Master  of  the  Where  a  sale  and  distribution,  of 

Rolls  held  that  where  a  voluntary  the  property  in  a  certain  period  is 

society  has  a  fund — in  this  case  positively  provided  for  by  private 

arising  on  the  sale  of  some  of  their  articles  of  association,  any  of  the 

real  property — there  being  no  rule  of  shareholders  have  a  right  to  insist 

the  society  nor  any  express  obUga-  upon  the  sale  and  distribution  ac^ 

tion  to  the  contrary,  the  members,  cording  to  the  articles,  though  it 

at  a  given  time,  were  entitled  to  may  not  be  for  the  interests  of  the 

divide  the  fund  among  themselves;  concern,  or  may  be  against  the  will 

hence,  that  new  members  coming  in  of  the  majority.    Mann  vs.  Bulter,  2 

after  such  a  determination,  though  Barb.  Ch.  362. 

before  actual  division,   could  not  K  club  formed  for  the  purpose  of 

share,  nor  insist  that  the  fund  be  relieving  its  members  from  draft, 

invested  and  only  income  divided,  provided    that   the   sum   of   1300 

A  minority  have  the  right  to  en-  should  be  paid  to  every  member 
join  the  majority  from  distributing  who  should  volunteer  or  put  in  a 
the  funds  among  the  members  in  a  substitute.  The  funds  of  the  asso- 
manner  different  from  that  provided  ciation  were  paid  by  its  treasurer  to 
by  the  constitution  without  a  vote,  the  defendants,  who  were  not  mem- 
according  to  the  constitution,  to  bers,  upon  the  agreement  that  they 
make  the  necessary  alteration.    So  would  fill  the  quota  of  the  whole 
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TIU.  Sales  and  Begalations  of  Stock  Exchanges. 

{a)  General  Power  to  Make  JRulesy  etc. 
By  the  13th  Article  of  the  constitution  of  the  "New  York 

township.  The  plaintiff,  a  member  Harkness  vs.  Remington,  7  R.  I. 
of  the  club,  was  drafted,  and  put  in   154. 

a  substitute.  Held  that  the  fund  An  association  was  formed  for  the 
passed  to  the  defendants,  covered  purpose  of  obtaining  gold  in  Cali- 
with  a  trust  to  pay  it  according  to  fomia.  By  the  articles  each  agreed 
the  terms  of  the  subscription;  that  to  pay  $25  to  furnish  an  outfit  for, 
they  stood  in  the  position  of  the  and  to  pay  the  expenses  of,  eight  of 
club;  and  that  the  plaintiff  was  en-  their  number,  to  be  elected  by  the 
titled  to  his  share  of  the  fund.  Foley  members  to  go  to  California  and 
vs.  Tovey,  54  Pa.  St.  190.  And  labor  for  the  association  in  procur- 
where  the  majority  of  the  members  ing  gold;  and  that  from  the  prod- 
of  a  lodge  withdraw  and  form  a  new  ucts  of  their  labor  their  expenses 
lodge  under  the  old  name,  the  mi-  should  be  first  paid,  and  of  the  resi- 
nority  who  remain  are  entitled  to  due  one  half  should  be  divided 
the  property  of  the  old  lodge.  Alt-  among  the  eight  and  the  remainder 
man  vs.  Benz,  27  N.  J.  Eq.  331.       among  all  the  members.    The  eight. 

Divers  persons  subscribed  various  on  arriving  in  Califomia,  sold  their 
sums  to  assist  an  unincorporated  outfits,  divided  the  proceeds,  and 
musical  association  to  erect  a  build-  each  one  took  his  own  way.  One  of 
ing  for  th^  use  as  a  band.  Held  the  eight  returned  to  Ohio,  and  a  bill 
that  these  subscriptions  were  abso-  was  filed  to  compel  him  to  account, 
lute  gifts  to  the  members  of  the  Held  that  the  eight  members  of  the 
association,  and  that  the  building  associations  stood  in  relation  there- 
erected  by  means  of  them  and  of  to  in  the  character  of  employ^,  and 
funds  otherwise  obtained  was  owned  that  their  acts,  on  arriving  in  Cali- 
by  the  members  as  tenants  in  com-  fomia,  did  not  discharge  them  from 
mon.  Higgins  vs.  Riddell,  12  Wis.  any  of  their  obligations  to  it.  Eagle 
587.  vs.  Bucher,  6  Ohio  St.  295. 

An  agreement  under  seal  that  B  was  a  member  of  the  ''Che- 
"we,  the  owners  in  the  R  farm,  shire  Company,"  and  A  and  B  ad- 
hereby  agree  to  any  division  of  the  vanced  $500  each,  which  was  paid 
remaining  portion  of  said  farm  un-  by  B  as  his  contribution  thereto, 
sold,  which  a  majority  of  interest  in  with  the  agreement  that  they  should 
said  property  shall  decide  upon  as  share  in  certain  proportions  the 
fair  and  equitable,"  held  to  refer  profits  of  the  enterprise,  and  that 
to  the  mode  of  division,  and  not  to  the  directors  of  the  company  might 
authorize  the  majority  in  interest  retain  A's  share  as  lus  attorneys, 
to  set  off  to  any  owner  a  certain  B  sold  his  interest  therein  at  an  ad- 
portion  of  land  without  his  assent,   vance  of  $1,000  before  the  company 
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Stock  Exchange,^  every  person  elected  to  membership,  is  re- 
qaired,  before  he  shall  be  admitted  to  the  privileges  thereof, 
to  sign  the  constitution  and  by-laws,  and  by  such  signature 
pledge  himself  to  abide  by  the  same,  and  all  amendments 
thereto. 

The  general  effect  of  a  rule  like  the  above  will  be  first  con- 
sidered, and  afterwards  reference  will  be  made  to  such  par- 
ticular rules  as  are  important,  or  have  been  made  the  sub- 
ject of  legal  interpretation. 

realised  any  profits  to  the  other  to  that  amount;  and  the  plaintiff, 
members.  Held  that  A  was  enti-  on  his  part,  agreed,  in  consideration 
tied  to  receive  his  stipulated  portion  of  the  foregoing  agreements,  to  re- 
of  that  advance  as  profits.  Rich-  main  in  their  service  as  long  as  they 
ardson  vs.  Dickinson,  26  N.  H.  (6  might  require,  not  exceeding  one 
Fost.)  217.  year,  for  a  fixed  salary  and  a  house 

A,  the  owner  of  a  share  of  the  and  land  free  of  rent.  Held  that 
outfit  of  a  California  gold  company,  the  defendants  were  not  boimd  to 
sold  to  B  ''one  half  of  his  interest  sell  the  land,  nor  to  form  a  joint- 
in  the  company;"  but  the  writing  stock  company,  until  by  using  re»- 
provided  that  B  should  not  be  a  sonable  efforts  it  should  be  for  the 
partner  in  the  company,  but  only  mutual  interest  of  all  the  parties 
"purchaser  of  A's  interest  in  the  concerned;  and  where,  without  neg- 
metals  and  ores''  that  might  be  ob-  ligencc  on  their  part,  they  had  failed 
tained.  Held  that  B  acquired  no  to  do  so,  although  more  than  seven 
interest  in  the  outfit.  Phillips  vs.  years  had  elapsed,  that  the  plaintiff 
Jones,  20  Mo.  67.  has  no  claim  upon  them  in  equity, 

The  defendants,  owners  of  min-  except  for  the  stipulated  salary, 
era!  lands,  entered  into  a  written  Pinch  vs.  Anthony,  10  Allen 
agreement  with  the  plaintiff,  recit-  (Mass.)  470.  Where  the  members 
ing  their  intention  either  to  sell  the  imanimously  agree  to  incorporate, 
lands  or  to  form  a  joint-stock  com-  the  association  is  thereby  dissolved, 
pany  for  the  working  of  the  mines  and  the  members'  rights  transferred 
thereon;  and  promising,  in  consid-  to  the  corporation.  Red  Polled 
eration  of  services  rendered  and  to  Club  vs.  Red  Polled  Club,  78  N.  W. 
be  rendered  by  the  plaintiff,  to  pay  (Iowa)  803.  The  consent  must  be 
to  him  a  certain  sum  out  of  the  pro-  unanimous.  Schiller  vs.  Jaennich- 
cecds  of  the  sale  of  the  lands,  if  the  en,  74  N.  W.  (Mich.)  458;  Associate 
same  should  be  sold,  or,  if  they  vs.  Seminary,  49  Supp.  746.  See 
should  not  be  sold,  and  a  company  also  American  Digest,  vol.  4,  p. 
should  be  formed  for  workmg  the  2544,  and  Annuals, 
mines,  then  to  convey  to  him  stock       '  As  amended  to  April,  1903 
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lb  is  well  settled  that  before  a  member  of  an  unincor- 
porated association  is  boand  by  the  constitution  and  by- 
laws of  a  society,  it  must  appear  that  he  personally  assented 
to  the  same.^  This  assent,  however,  need  not  necessarily 
be  based  upon  an  actual  signing  of  the  by-laws  or  rules,  but 
it  may  be  inferred  or  presumed  from  the  circumstances  of 
each  case,  and  especially  from  the  fact  of  admission  and 
acting  as  a  member.'  And  it  seems  that  where  an  associ- 
ation, through  a  committee  or  otherwise,  seeks  to  suspend 
or  expel  a  member  for  acts  not  provided  for  in  the  by-laws 
or  constitution,  or  by  an  ex  post  facto  resolution,  the  courts 
will  interfere  by  injunction  to  prevent  the  same.'  So  a  mem- 
ber of  a  Stock  Exchange  is  bound  by  a  by-law  passed  while 
he  is  a  member,  whether  he  votes  for  it  or  not.* 

As  to  the  limit  and  extent  of  the  rules  which  such  an 
organization  can  adopt,  it  appears  to  be  established  that 
its  members  possess  the  right  to  make  such  regulations  for 
the  government  of  the  body  as  they  tnay  deem  proper,  pro- 
viding that  they  contain  nothing  unreasonable  ^  or  against 

'  Austin  vs.  Searing,  16  N.  Y.  112;  ultra  their  rules,  or  where  the  latter 
Heath  vs.  Prest.  Gold  Exchange,  7  conflict  with  the  established  prin- 
Ab.  Pr.  (n.  s.)  251 .  By-laws  are  of  ciples  of  law.  Commercial  Tele- 
equal  obligation  with  the  constitu-  gram  Co.  vs.  Smith,  47  Hun,  494- 
tion.  Jackson  vs.  South  Omaha  505. 
Live  Stock  Exchange,  49  Neb.  687.  ^  MacDowell  vs.  Ackley,  8  Week. 

'  Innes  vs.  Wylie,  1  Car.  &  K.  262;  Notes  Cas.  464. 

Brancker  vs.  Roberts,  7  Jur.  (n.  s.)  •  No  member  is  boimd  by  a  by- 

1185;   Hopkinson   vs.   Marqms  of  law    which    is    unreasonable    and 

Exeter,  5  L.  R.  Eq.  63;  Inhabitants  which    he    does    not    consent    to. 

of  Palm3nra  vs.  Morton,  25  Mo.  593;  Hibemia   Fire   Eng.   Co.   vs.   The 

White  vs.  Brownell,  4  Ab.  Pr.  (n.  s.)  Commonw.,   8  Week.   Notes  Cas. 

162,  193.  (Pa.)  320;  id.,  April  21,  1880,  521; 

•Per   Ingraham,   J.,   Rorke   vs.  Dunham  vs.  Trustees  of  Rachael, 

Russell,  2  Lans.  (N.  Y.)  Rep.  244,  6  Cow.  462;  People  vs.  Med.  Soc.  of 

248.    And  courts  will  not  be  boimd  Erie,  24  Barb.  570.    By-laws  must 

by  a  determination  of  an  Exchange  be    reasonable.    Albers   vs.    Mer- 
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the  law  of  the  land,  which,  of  course,  includes  anything  im- 
moral or  against  public  policy ;  and  that,  with  these  neces- 
sary limitations,  their  rules  will  be  obligatory  upon  each 
member  assenting  thereto.^ 

"  It  follows,  from  the  very  nature  of  such  an  organization," 
says  the  court,  in  White  vs.  Brownell,  "  with  such  objects, 
intents,  and  purposes,  that  there  must  be  rules  and  regula- 
tions for  the  good  order  of  the  association  ;  and  such  rules 
should  be  held  to  be  conclusive  as  to  the  mode  of  transacting 

chants'  Exchange,   138   Mo.    140;  mission  Co.  vs.  Chicago  Live  Stock 

American  Live  Stock  Co.  vs.  Chi-  Exchange,  143  111.  210;  Green  vs. 

cago  Live  Stock  Exchange,  143  111.  Board  of  Trade,  174  111.  585;  Fanner 

210.    A  rule  of  the  Chicago  Board  of  vs.  Board  of  Trade,  78  Mo.  App. 

Trade    subjecting  to   expulsion  a  557;  Lehman  vs.  Feld,  97  Fed.  852; 

member  who  shall  knowingly  exe-  Com.  Tel.  Co.  vs.  Smith,  47  Hun, 

cute  an  order  for  firms  or  organiza-  49i,     605;  Hyde     vs.     Woods,     2 

tions  dealing  in  differences,  is  not  Sawy.  665,  per  Sawyer,  J.;  affirmed, 

unreasonable  or  against  public  pol-  94  U.  S.  Rep.  528;  Leech  vs.  Har- 

icy.     Board  of  Trade  vs.  Riordan,  ris,  2  Brews.  (Pa.)  571 ;  Singerly  vs. 

94   ni.   App.   298.     The   principle  Johnson,  3  Week.  Notes  Cas.  (Pa.) 

stated  in  the  text  applies*  to  all  541 ;  Leech  vs.  Leech,  id.  542,  note; 

voluntary  associations  whether  in-  Evans  vs.  Wister,  1  Week.  Notes 

corporated  or  not.     American  Live  Cas.  181 ;  Thompson  vs.  Adams,  7 

Stock  Co.  vs.  Chicago  Live  Stock  id.  281 ;  Ang.  &  Ames  on  Corp.  (10th 

Exchange,  143  111.  210,  supra.  ed.)  {  332-335;  Moxey's  Appeal,  9 

'White  vs.  Brownell,  4  Ab.  Pr,  Week.  Notes  Cas.  441,  aflf'g  37  Leg. 

(n.  s.)  162,  193;  Haight  vs.  Dicker-  Int.  82;  Hibemia  Fire  Eng.  Co.  vs. 

man,  18  N.  Y.  Supp.  559;  Bclton  vs.  The  Commonw.,  8  Week.  Notes  Cas. 

Hatch,  109  N.  Y.  593;  Weston  vs.  320;  id.  April  21,  1880,  521;  People 

Ives,  97  N.  Y.  222;  Lewis  vs.  Wil-  vs.  Board  of  Trade,  80  111.  134;  but 

son,  121  N.  Y.  284;  People  ex  rel.  see  this  case  questioned  by  the  Su- 

Johnson   vs.    N.   Y.    Produce   Ex-  preme  Ct.  of  Wisconsin  in  State  ex 

change,  149  N.  Y.  401;  In  re  Haeb-  rel.  Cuppel  vs.  Milwaukee  Chamber 

ler    vs.  N.  Y.  Produce   Exchange,  of  Comm.,  47  Wis.  670.     See  also 

149  N.  Y..414;  Goddard  vs.  Mer-  Baxter  vs.  Board  of  Trade  of  Chi- 

chants'     Exchange,    9     Mo.    App.  cago,  83  111.  146;  Sturges  vs.  Board 

290,  aff'd   78  Mo.  609;   Albers   vs.  of  Trade,  86  111.  441;  Commw.  vs. 

Merchants'  Exchange,  138  Mo.  App.  St.  Patrick's  Benev.  Soc.,  2  Binn. 

101;  People  ex  rel.  McIIhany  vs.  (Pa.)    442;    The    Butchers'    Bene- 

Chicago  Live  Stock  Exchange,  170  ficial  Assoc,  35  Pa.  St.  (11  Casey) 

111.  556;  American  Live  Stock  Com-  151. 
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business  between  the  members,  and  as  to  the  privilege  of 
admission  to  and  continued  enjoyment  of  membership."  ^ 

The  provisions  of  the  constitution  and  by-laws  of  the 
association  are  obligatory  upon  the  members  as  a  contract.* 
They  express  the  contract  by  which  each  member  has  con. 
sented  to  be  bound,  and  measure  his  duties,  rights,  and  obli- 
gations as  such.  Whatever  are  the  rights  acquired  by  a 
member  and  created  by  his  admission  to  membership,  the 
rules  by  which  the  membership  is  created  or  dissolved  and 
which  control  the  affairs  of  the  organization  and  the  rela- 
tions of  members,  entered  into  those  rights  when  created 
and  remained  a  part  of  them.    This  condition  is  self-imposed.' 

"No  person  can  insist  upon  remaining  a  member  and  at 
the  same  time  refuse  compliance  with  its  rules.^ 

But,  m  pa^smg  upon  questions  involving  the  propriety 

*  Per  Van  Vorat,  J.,  White  vs.  vs.  N.  Y.  Produce  Exchange,  58  N. 
Brownell,  3  Ab.  Pr.  (n.  s.)  318,  326.  Y.  Supp.  842.  When  the  members 
In  Dillard  vs.  Paton,  19  Fed.  Rep.  make  a  contract  subject  to  the 
619,  at  p.  624,  the  court  said:  ''It  rules  of  the  Exchange  (in  tlus  case 
cannot  be  denied  that  merchants  the  Union  Merchants'  Exchange  of 
may  voluntarily  associate  together,  St.  Louis)  the  rules  become  part  of 
and  prescribe  for  themsdves  regu-  the  contract.  Bassett  vs.  Irons,  8 
lations  to  establish,  define  and  con-  Mo.  App.  127.  But  not  if  a  rule  of 
trol  the  usages  or  customs  that  shall  the  Exchange  (the  Memphis  Cotton 
prevail  in  their  dealings  with  each  Exc.)  is  habitually  violated  by  the 
other.  These  are  useful  institu-  contracting  members.  Dillard  vs. 
fcions,  and  the  courts  recognize  their  Paton,  19  Fed.  619.  If  a  rule  of  the 
value  and  enforce  their  rules  when-  Board  of  Trade  is  changed  before 
ever  parties  deal  under  them,  in  the  completion  of  the  contract,  the 
which  case  the  regulations  become  latter  is  nevertheless  governed  by 
undoubtedly  a  part  of  the  con-  the  rule  as  it  existed  when  the  con- 
tract." See  20  Am.  L.  Rev.  (1886),  tract  was  made.  Hess  vs.  Warren, 
p.  17,  where  the  validity  of  by-laws  16  111.  App.  596. 
in  relation  to  option  dealings  is  '  Belton  vs.  Hatch,  109  N.Y.  593; 
discussed  Haight  vs.  Dickerman,  18  N.  Y. 

»We«ton  vs.  Ives,  97  N.  Y.  222;  Supp.  659. 

In  re  Haebler  vs.  N.  Y.  Produce  *  Lewis  vs.  Wilson,  121    N.    Y. 

Exchange,  149  N.  Y.  414;  Russell  284. 
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and  legality  of  their  rules,  where  there  is  the  slightest 
property  interest  involved,^  the  courts  will  apply  the  same 
rule  which  is  used  in  the  case  of  corporate  bodies. 

In  Leech  vs.  Harris '  the  court  said  :  "  I  have  very  little 
doubt,  therefore,  that  the  same  rules  of  law  and  equity,  so 
far  as  regards  the  control  of  them,  and  the  adjudication  of 
their  reserved  and  inherent  powers  to  regulate  the  con- 
duct and  to  expel  their  members,  apply  to  them  as  to 
corporations  and  joint-stock  companies." 

In  the  case  of  The  People  ex  rel.  Page  vs.  The  Board 
of  Trade  of  Chicago "  the  charter  conferred  upon  the  de- 
fendants the  right  to  admit  or  expel  such  persons  as  they 
might  see  fit,  in  manner  to  be  prescribed  by  the  rules,  reg- 
ulations, or  by-laws  thereof ;  but  the  court  held  that  this 
language  only  conferred  upon  the  defendants  the  power  to 
admit  or  expel  for  some  just  or  reasonable  cause.  This 
must  now  be  regarded  as  the  settled  law  of  Illinois,  the 
cases  in  that  State  ^  indicating  a  contrary  doctrine,  the 
reasoning  of  which  was  criticized  in  the  first  edition  of  this 
work*  having  been,  after  some  contrariety  of  opinion,  dis- 
tinguished  and  in  effect  overruled  in  the  caae  of  Eyan  vs. 
Cudahy,*  where  the  court  said :  "  Expressions  may  be  found 

'See,  as  to  distinction  between  111. 85; Sturges vs. Same, 86111. 441; 

unincorporated    associations    pos-  Baxtervs.  Same,  83111. 146;  Wright 

scssing  property,  and  those  insti-  vs.  Same,  15  Chic.  L.  News,  239; 

tuted  for  mere  social  enjoyment  or  Pitcher  vs.  Same,  121  111.  412.    See 

benefit.  State  vs.  Ga.  Med.  Soc,  38  also  Ryan  vs.  Lamson,  44  111.  App. 

Ga.  608;  People  vs.  Med.  Soc.  of  204. 

Erie,  24  Barb.  577.    See  Board  of  •  pp.  35-38. 

Trade  vs.  Riordan,  94  lU.  App.  298.  *  157  lU.  Rep.  108.   See  also  Board 

»2  Brews.  (Pa.)  671-576.  of  Trade  vs.  Nelson,  162  111.  431; 

•46  111.  112.  Green  vs.  Board  of  Trade,  174  111. 

*  People  ex  rel.  Rice  vs.  Board  of  585;  State  ex  rel.  Cuppel  vs.  Mil- 
Trade  of  Chicago,  80  111.  134;  Fisher  waukee  Chamber  of  Conmierce,  47 
vs.  Board  of  Trade  of  Chicago,  80  Wise.  670;  3  N,  W.  713;  21  Alb.  L. 
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in  the  opinion  of  the  coart  (referring  to  People  ex  reL 
Bice  vs.  Board  of  Trade),^  whioh  may  bear  the  constraction 
that  a  conrt  would  not  interfere  in  any  case,  with  the  action 
of  an  organization  like  the  Board  of  Trade,  but  those  expres- 
sions were  not  necessary  to  a  decision  of  the  case,  and  cannot 
be  r^;arded  as  authority." '  The  court  also  said : '  ^  Lan- 
guage may  have  been  used  in  some  of  the  cases  cited,  which 
might,  without  a  close  examination  of  the  questions  involved 
in  the  cases,  lead  to  the  conclusion  reached  by  counsel 
(viz.,  that  a  court  of  equity  had  no  jurisdiction  to  interfere 
with  the  action  of  the  board  of  trade).  But  upon  a  care- 
ful consideration  of  the  questions  involved  and  decided  in 
each  case,  it  will  be  found  that  the  question  presented  by 
this  record  did  not  arise  in  those  cases,  and  was  not  before 
the  court."  And  the  plaintiff  was  held  entitled  to  an  in- 
junction restraining  the  Board  of  Trade  from  indorsing 
its  certificates  of  deposit  made  by  plaintiff,  to  a  contractor 
of  plaintiffs,  on  the  ground  that  at  a  hearing  before  a  com- 
mittee, appointed  by  defendant,  under  one  of  its  rules, 
plaintiff  was  not  allowed  to  produce  evidence  that  the 
market  Talue  of  produce  sold  by  him  was  no  higher  on  the 
day  of  delivery  than  when  it  was  sold. 


J.  23;  Albers  vs.  Merchants  Ex.  of  the  non-membership  of  the  com- 
St. Louis,  30  Mo.  App.  583.  plainant,  saying,  however,  ''If  the 
'  80  111.  1^.  association,  or  a  majority  of  its 
'  157  HI.  Rep.  at  p.  123.  The  members,  pass  by-laws  which  are 
court  had  previously  indicated  its  imreasonable,  or  contrary  to  law  or 
adoption  of  the  correct  doctrine  in  public  policy  and  attempt  to  en- 
Live  Stock  Commission  Co.  vs.  force  them  as  against  a  dissenting  or 
Live  Stock  Exchange,  143  111.  210.  controlling  minority,  such  minority 
(See  post,  p.  64.)  Here  the  objec-  may  doubtless,  in  proper  cases,  ap- 
tion  that  the  rules  were  illegal  was  peal  to  the  courts  for  reUef  against 
urged  by  a  non-member  and  the  their  enforcement." 
court  refused  to  interfere,  because  of  '  At  p.  123. 
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The  general  rule  now  seems  to  be  that  the  ooarts  will  in 
all  cases  interfere,  by  appropriate  legal  remedy,  to  prevent 
the  expulsion  or  interference  with  a  member's  rights  in  an 
unincorporated  association  where  the  latter  is  acting  under 
a  by-law,  rule,  or  regulation  which  is  illegal,  unreasonable, 
or  contrary  to  public  policy.* 

In  the  case  of  Dawkins  vs.  Antrobus,'  where  the  plaintiff 
sought  to  have  the  court  review  a  resolution  expelling  him 
from  a  club,  James,  L.  J.,  after  referring  to  the  observations 
of  the  Lords  Commissioners  in  another  case* — to  the  effect 
that  shareholders,  assembled  at  a  meeting  duly  convened, 
were  the  judges  of  what  was  a  reasonable  cause  for  re- 
moving their  directors ;  and  that  although  the  court  might 
inquire  whether  the  meeting  was  regularly  held,  and  in 
cases  of  fraud,  clearly  proved,  might  interfere  with  the 
acts  done,  still  there  was  no  jurisdiction,  where  no  case  of 
direct  fraud  was  proved,  to  determine  whether  the  decision 

*  White  vs.  Brownell,  4  Ab.  Pr.  Supreme  Lodge^  Knights  of  Pyth- 

(n.  s.)  162,193;  People  vs.  Union,  ias,    50    Mo.    App.    45;    Lysaght 

118  N.  Y.  100;  Wachtel  vs.  Society,  vs.  Assn.,  65  Mo.  App.  647;  Albers 

84  N.  Y.  28;  Austin  vs.  Searing,  16  vs.  Exchange,  138  Mo.  165;  Ellerbe 

N.  Y.  124;  People  vs.  Society,  32  N.  vs.  Faust,  119  Mo.  653;   Mulroy  vs. 

Y.  196;  Belton  vs.  Hatch,  109  N.  Y.  Lodge,  28  Mo.  App.  463;  Ludowiski 

693;  Haebler  vs.  Exchange,  149  N.  vs.  Society,  29  Mo.  App.  337;  Am. 

Y.  421 ;  Lonbat  vs.  Le  Roy,  40  Hun,  L.  Stock  Co.  vs.  Exchange,  143  lU. 

549;  Lewis  vs.  WilsoD,  121  N.  Y.  210;  Croak  vs.  High  Court,  162  HI. 

284;  Fisher  vs.  Keane,  L.  R.  11  Ch.  298;  Board  of  Trade  vs.  Nelson,  162 

Div.  362;  Sperry's  Appeal,  116  Pa.  111.  438;  State  vs.  WiUiams,  75  N. 

St.  391;  Savannah  &c.  Ex.  vs.  State,  C.  135;  Lawson  vs.  Hewell,  118  Cal. 

54  Ga.  668;  Connelly  vs.  Assn.,  58  618;  Karcher  vs.  Lodge,  137  Mass. 

Conn.  552;  Otto  vs.  Union,  75  Cal.  371 ;  Vaughn  vs.  Hemdon,  91  Tenn. 

314;  Huston  vs.  Ruethinger,  91  Ky.  68;  Farmer  vs.  Board  of  Trade,  78 

333;  Medical  Society  vs.  Weatherly,  Mo.  App.  557. 

75  Ala.  252;  Burlington  vs.  White,  '  L.  R.  17  Ch.  Div.  615. 

41  Neb.  547;  Zabriskie  vs.  Railroad,  '  Inderwick  vs.  Snell,  2  Mac.  A  G. 

18   N.   J.   Eq.    183;   Hoeflfner  vs.  221. 
Lodge,  41  Mo.  App.  349;  Glardon  vs. 
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■  ^ 

of  the  meeting  had,  or  had  not,  been  unduly  influenced  by- 
unfounded  statements  made  by  persons  taking  an  active 
part  in  the  proceedings — said  that  he  agreed  with  every 
word  of  these  observations,  which  were  equaUy  applicable 
to  the  case  of  a  club.  ..."  Unless  it  could  be  said  that  their 
decision  was  so  grossly  unfair  and  unreasonable,  that  it 
could  not  have  been  arrived  at  unless  from  some  malicious 
motives,  this  court  had  no  power  to  interfere."  * 

In  State  ex  rel.  Cappel  vs.  Milwaukee  Chamber  of  Com- 
merce '  the  visitatorial  power  of  courts  over  corporations  was 
examined.  The  relator  had  been  suspended  from  member- 
ship of  the  defendant  for  refusing  to  pay  a  fine  imposed  by 
its  directors  for  violation  of  one  of  its  rules.  The  rule  in 
question  prohibited  its  members  from  "  gathering  in  any  pub- 
lic place  in  the  vicinity  of  the  Exchange  room,"  and  "  form- 
ing a  market "  for  the  purpose  of  making  any  trade  or  con- 
tract for  the  future  delivery  of  grain  or  provisions,  before 
the  time  fixed  for  opening  the  Exchange  room  for  general 
trading,  or  after  the  time  fixed  for  closing  the  same,  daily. 
The  charter  authorized  the  corporation  to  make  reasonable 
rules  for  the  regulation  of  its  members.  The  rule  in  ques- 
tion was  held  to  be  reasonable,  and  not  an  unlawful  restraint 
upon  trade,  nor  void  for  uncertainty ;  and  the  relator  hav- 
ing  been  fairly  tried,  upon  due  notice,  and  in  accordance 
with  the  rules  of  the  corporation,  and  there  being  abundant 
proof  against  him  tending  to  show  that  he  had  committed 
the  offence  charged,  it  was  decided  that  he  could  not  be 
restored  by  mandamus.^ 

^  See  also,  in  this  connection,  Lar  '  As  to  when  a  rule  may  be  rear 
boucheFe  vs.  Earl  of  Whamcliffe,  sonable  or  unreasonable  under  cir- 
L.  R.  13  Ch.  Div.  346.  cumstances,  see  Chicago  vs.  Tilton, 

» 47  Wis.  670;  3  N.  W.  760  (bot-   87  lU.  547. 
torn  paging);  21  Alb.  L.  J.  23. 

5 
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A  non-member  may  not  enjoin  the  operation  of  a  by-law, 
or  the  posting  of  a  notice  prohibiting  members  from  doing 
business  for  or  with  him  on  the  ground  that  such  by-law  or 
notice  violated  public  policy,  as  in  restraint  of  trade/ 

If  it  be  admitted  that  such  by-laws  are  so  far  in  restraint 
of  trade  as  to  be  invalid  for  that  reason,  still  the  position  of 
the  complainant  is  in  no  respect  improved.  By-laws  or 
contracts  in  restraint  of  trade  are  illegal  only  in  the  sense 
that  the  law  will  not  enforce  them.  They  are  simply  void. 
The  law  does  not  prohibit  the  making  of  contracts  in  re- 
straint of  trade ;  it  merely  declines,  after  they  have  been 
made,  to  recognize  their  validity.'  A  party  to  such  con- 
tract is  not  bound  to  perform  it,  but  he  may  perform  it  if 
he  sees  fit,  and  his  doing  so  exposes  him  to  no  legal  ani- 
madversion. If  the  by-laws  in  question  are  invalid  because 
of  being  in  improper  restraint  of  trade,  they  are  merely 
void,  and  the  members  of  the  Exchange,  being  under  no 
obligation  to  obey  them,  may,  perhaps,  be  entitled,  at  their 
own  instance,  to  protection  against  such  disciplinary  conse- 
quences as  the  Exchange  may  see  fit  to  impose  in  case  of 
disobedience.  But  such  protection  cannot  be  invoked  in 
their  behalf  by  a  stranger,  nor  can  they  be  required  to  dis- 
obey such  rules  except  at  their  own  volition." 

*  American  Live  Stock  Commis-  the  Stock  Exchange  being  the  rules 
sion  Co.  vs.  Chicago  Live  Stock  Ex-  of  a  domestic  forum,  cannot  affect 
change,  143  111.  210;  Russell  vs.  persons  who  are  neither  members, 
New  York  Produce  Exchange,  58  nor  the  clients  of  members.  Thus 
N.  Y.  Supp.  842.  they  cannot  affect  the  rights  of  the 

'Mogul  Steamboat  Co.  vs.  Mc-  general    creditors  of   a    defaulting 

Gregor,  L.  R.  23  Q.  B.  D.  598.  member.      A  defaulting    member, 

*  In  this  connection  the  following  therefore,  cannot  voluntarily  pay 
quotation  from  Williams'  Forensic  money  to  the  official  assignee  to  be 
Facts  and  Fallicies  (Lond.  1885),  distributed  exclusively  amongst 
106,  is  interesting.     ''The  rules  of  those  creditors   whose  claims  arise 


Bales  and  Begnlations.  67 

Bat  the  courts  will  issue  a  writ  of  qv^  warranto^  to  in- 
quire into  the  enforcement  of  an  illegal  by-law  of  a  corpo- 
ration. Thus,  in  People  ex  rel.  Mcllhany  vs.  Chicago  live 
Stock  Exchange/  it  was  said:  ^^When  a  corporation  is 
created  there  goes  with  it  the  power  to  enact  by-laws  for  its 
government  and  guidance,  as  well  as  for  the  guidance  and 
government  of  its  members.  .  .  .  But  (such)  by-laws  must 
be  reasonable  and  for  a  corporate  purpose.  .  .  .  They 
must  not  infringe  the  policy  of  the  state  nor  be  hostile  to 
public  welfare."  Thus,  men  engaged  in  trade  and  com- 
merce may  advertise,  employ  solicitors,  and  offer  rewards 
and  inducements  to  secure  trade  without  violating  the  law. 
A  by-law,  therefore,  prohibiting  such  means,  is  unlawful,  as 
hostile  to  public  welfare,  and  in  restraint  of  trade  and  com- 
merce.* 

And  the  courts,  at  the  instance  of  the  attorney  general, 
will  annul  the  charters  of  incorporated  ^^  Exchanges  "  organ- 
ized by  dealers  in  particular  products,  such  as  coal,  milk 
and  meat,  where  the  purpose  of  the  incorporation,  and  the 
effect  and  intent  of  the  by-laws,  is  to  control  the  prices  of 
such  products.'  Indeed  the  members  of  such  an  "  Exchange  " 
may  be  indicted  and  convicted  of  the  offence  of  criminal 
conspiracy  to  do  an  act  injurious  to  trade  or  commerce.' 

out  of  Stock  Exchange  transactions.  Press,    136  N.  Y.  333;   People  ex 

And  if  it  be  urged  that  this  is  the  rel.    Pinckney    vs.     Fire     Under- 

rulc  of  the  Stock  Exchange,  the  an-  writers,  7  Hun,  248;  Jackson  vs. 

8wer,  as  Lord  Justice  James  said,  is  South  Omaha  liive  Stock  Elxchange, 

that  the  Stock  Exchange  is  not  an  49  Neb.  687. 
Alsatia;  the  Queen's  laws  are  par-       '  People  vs.  Milk  Exchange,  145 

amount    there,    and    the  Queen's  N.  Y.  267;  Ford  vs.  Chicago  Milk 

writ  runs  even  into  the  sacred  pre-  Shippers'  Assn.,  27  L.  R.  A.  298. 
cincts  of  Capei  Court."  *  People  vs.  Sheldon,  139  N.  Y. 

» 170  111.  656  261. 

'Cf.    Matthews    vs.    Associated 
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And  when  the  constitution  and  by-laws  of  a  corporation 
regulated  the  credit  to  be  allowed  to  members ;  discrimi- 
nated (in  the  price  to  be  paid  for  produce)  against  non-mem- 
bers; controlled  the  delivery  of  goods;  and  provided  a 
penalty  by  fine  and  suspension  against  offending  and  de- 
faulting members,  it  was  held,  that  such  an  organization 
was  in  restraint  of  trade,  and  a  member  who  was  suspended 
for  violating  such  by-law  might  maintain  an  action  for 
damages  against  the  corporation  and  its  members  for  the 
subsequent  boycotting  of  his  business.^ 

The  visitorial  or  superintending  power  of  the  State  over 
corporations  created  by  the  Legislature  will  alway  be  exer- 
cised in  proper  cases,  through  the  medium  of  the  courts  of 
the  State,  to  keep  those  corporations  within  the  limits  of 
their  lawful  powers,  and  to  correct  and  punish  abuses  of 
their  franchises.  The  power  extends  to  the  investigation 
of  their  proceedings  for  the  purpose  of  protecting  the  rights 
of  members  against  usurpation  of  the  governing  body  to 
their  prejudice.'  To  this  end  the  courts  will  issue  writs  of 
quo  warrcmto^  mandamus,*  or  injunction,'  as  the  exigencies 
of  the  particular  case  may  require ;  will  inquire  into  the 
grievance  complained  of,  and,  if  the  same  is  found  to  exist, 

*  Ertz  vs.  Produce  Exchange,  51  Ebcchange,    145    N.    Y.   267,    the 

L.  R.  A.  825.  writ  of  quo  warranto  and  proceed- 

'  People  ex  rel.  Johnson  vs.  Pro-  ings  by  information  in  the  nature  of 

duce   Exchange,  149  N.  Y.  401.  quo    warranto    have    been    abol- 

■  Or  permit  the  filing  of  an  in-  ished.    Code  Civ.  Pro.  J  1983.    See 

formation   in   the   nature   of   quo  also  Hopkins  vs.  U.  S.,  171  U.  S. 

warranto.     People  ex  rel.  Mcllhany  578;  Anderson  vs.  U.  S.,  id.  604. 
vs.  Chicago  Live  Stock  Exchange,        *  People  ex  rel.  Johnson  vs.  N.  Y. 

170  111.  556.     In  New  York  an  ac-  Produce  Exchange,  149  N.  Y.  401; 

tion  by  the  attorney  general  for  the  In  re  Haebler  vs.  N.  Y.  Produce 

annulment  of  the  charter  of  the  cor-  Exchange,  149  N.  Y.  414. 
poration  may  be  maintained.    Code       ^  Ryan  vs.  Cudahy,  157  111.  108. 
Civ.  Pro.  §  1798;  People  \^.  Milk 
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will  apply  such  remedy  as  the  law  prescribes.  Every  cor- 
poration of  the  State,  whether  public  or  private,  civil  or 
municipal,  is  subject  to  this  superintending  control,  although, 
in  its  exercise,  different  rules  may  be  applied  to  different 
classes  of  corporations. 

Although,  as  we  have  shown,  a  Stock  Exchange  is  not  a 
corporation,  yet  it  practically  exercises  the  functions  of  one ; 
and  there  seems  to  be  no  good  reason  why  the  courts  should 
not  be  guided  by  the  same  principles,  in  interpreting  their 
by-laws,  as  they  apply  in  the  case  of  corporations,*  keeping 
in  view,  of  course,  the  different  objects  and  ends  for  which 
the  incorporated  and  non-incorporated  bodies  may  have 
been  instituted.  To  confer  upon  an  unincorporated  associ- 
ation an  unlimited  power  to  make  by-laws  would  be  not 

*  This  is  the  view  expressed   in  Loubat  vs.  Le  Roy,  15  Abb.  N.  C. 

Leech  vs.    Harris,  2  Brews.  (Pa.)  44.     In  White  vs.  Brownell,  how- 

571,    by  Mr.  Justice  Rerce,  who  ever  (4  Ab.  Pr.[n.s.]  162),  the  court 

said:   "I  have  very  little   doubt,  said:  "A  member  of  a  body  of  this 

therefore,  that  the  rules  of  law  and  description  (a  Stock  Exchange)  has, 

equity,  so  far  as  r^ards  the  control  as  such,  undoubtedly  rights  which  the 

of  them,  and  the  adjudication  of  law  wUl  protect;  but  they  do  not  rest 

their  reserved  and  inherent  powers  upon  the  same  ground,  and  are  by 

to  regulate  the  conduct  and  to  expel  no  means  coextensive  with  the  fran- 

the  members,  apply  to  them  as  to  chise  enjoyed  by  a  member  of  a  cor- 

corporations  and  joint-stock  com-  poration.    They  depend  upon  the 

panics."    See  also  Otto  vs.  Journey-  nature  of  the  organization,  upon  the 

men  Tailors'  Protective  Union,  75  object  for  which  it  was  formed,  and 

Cal.  308;  American  Live  Stock  Co.  upon  the  rules,  regulations,  consti- 

vs.  Chicago  Live  Stock  Exchange,  tution,  or  by-laws  which  are  ex- 

143  HI.   210;    Waterbury  vs.  Mer.  planatory  of  its  purpose,  and  which 

Union  Exp.  Co.,  50  Barb.  160;  Sand-  the  body  has  adopted  for  its  gov- 

ford  vs.  Supervisors  of  New  York,  emment."     But  the  learned  judge 

15  How.  Pr.  (N.  Y.)  172;  People  ex  who  delivered  the  opmion  in  that 

rel.  Piatt  vs.  Wemple,   117  N.   Y.  case  expressly  admitted  that  the 

136;  cf.  People  ex  rel.  Winchester  rules   of  these   voluntary   associa- 

vs.  Coleman,  133  N.  Y.  281.     See  tions  must  have  "no^/iin^  in  ^/lem  in 

note  on  judicial  interposition  in  the  conflict  mth  the  law  of  the  land." 
ttffaiiB  of  a  volimtary  association. 


70  Stock-brokers  and  Stock  Exchanges. 

only  to  raise  it  above  corporations  which  are  sapposed  to 
have  special  franchises,  but  to  endow  it  with  legislative 
authority.^ 

The  courts  wiU  never  be  bound  by  a  determination  of  an 
Exchange,  ultra  its  rules  or  by  a  determination  in  accord- 
ance with  rules,  which  conflict  with  established  principles 
of  law.* 

The  utmost  that  these  associations  can  claim,  therefore, 
is  the  power  to  make  rules  and  regulations  for  their  internal 
government,  which  the  courts  will  not  pronounce  oppressive 
or  unreasonable ;  and,  when  their  rules  are  brought  into  a 
court  of  justice,  for  construction,  they  must  also  submit  to 
the  test  which  is  applied  to  the  by-laws  of  incorporated 
bodies,  and  submit  to  have  them  declared  as  void,  when 
they  violate  the  Constitution  or  laws  of  the  United  States, 
or  of  the  individual  States  where  the  associations  exist,  or 
the  common  law  as  it  is  generally  accepted.^ 

And  in  the  exercise  of  any  reserved  or  inherent  power  to 


^  See  Ang.  &  Ames  on  Corp.  (11th  member's  seat  could  be  made,  other 
ed.)  §  591,  note  5;  Lindley  on  Part,  than  that  which  was  provided  by 
(4th'  ed.)  5.  See  also  ed.  of  1893.  the  rules  and  to  which  he  has  as- 
In  People  ex  rel.  Piatt  vs.  Wemple,   sented. 

117N.Y.  at  p.  144,  it  is  pointed  out  'Ang.  &  Ames  on  Corp.  (11th 
(with  numerous  citations)  that  such  ed.)  §  332.  But  a  by-law  estab- 
associations,  when  formed  without  lishing  a  rule  of  contract  differing 
authority  of  parliament,  were  de-  from  the  common-law  rule  is  not 
dared  in  England  to  be  illegal  and  void,  unless  some  principle  or  policy 
void  and  to  be  deemed  a  public  of  the  common  law  is  violated, 
nuisance  (6  Geo.  I.  chap.  18,  §  18),  Goddard  vs.  Merchants  Exchange, 
the  statute  in  this  respect,  it  is  said,  9  Mo.  App.  290,  aff'd  on  opinion 
following  the  common  law,  and  en-  below,  78  Mo.  609.  A  rule  requir- 
f  orcing  its  rules  by  the  imposition  of  ing  compulsory  submission  of  prop- 
penalties,  erty    rights    is    illegal.     Bank    of 

'Weston  vs.  Ives,  97  N. Y.  222,  Montreal  vs.  Wonte,  105  111.  App. 
where  it  was  held  that  no  appro-  373;  Alton  Co.  vs.  Norton,  id. 
priation  of  the  proceeds  of  a  sale  of  a  385. 
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amend,  alter,  or  repeal  the  by-laws  they  will  be  governed 
by  the  same  general  principles. 

This  is  so  with  corporations.  No  private  corporation 
may  repeal  a  by-law  so  as  to  impair  rights  which  have  been 
given  and  are  vested  thereby.^  Nor  so  as  to  destroy  the 
contract  rights  of  the  members.'  Subject  to  these  limita- 
tions, the  power  to  amend  a  by-law  is  inherent.'  In  the 
interpretation  of  by-laws  the  words  are  given  their  ordinary 
and  popolar  meaning,  uH  loquitur  vvlgvSj  being  made  and 
enforced  by  men  unlearned  in  the  law.' 

And  the  strict  rules  of  criminal  pleadings  are  not  appli- 
cable to  the  proceedings  of  a  Board  of  Trade  for  expulsion 
of  a  member  for  violation  of  one  of  its  by-laws." 

By-laws  must  possess  reasonable  certainty  in  terms.* 

*  Kent  VB.  Quicksilver  Mining  Co.y  'People  ex  rel.  Johnflon  vb.  N. 
78  N.  Y.  169.  Y.  Produce  Exchange,  149  N.  Y. 

» Weston  vs.  Ives,  97  N.  Y.  222;  401. 

Parish  vs.  N.  Y.  Produce  Exchange,  The  following  is  an  apt  and  amus- 

169   N.   Y.   34.    Ab  to   when  an  ing  case  illustrative  of  the  rule  that 

amendment  of  a  by-law  as  to  a  an  association  cannot  pass  any  rule 

gratuity  fund  does  not  impair  the  or  by-law  which  is  in  violation  of  the 

contract  right,  see  McDowell  vs.  principles  of  law.    It  was  an  indict- 

Ackley,  93  Pa.  St.  277.    See  also  ment  for  assault  and  battery,  the  de- 

Greer  vs.  StoUer,   77  Fed.  Rep.  1.  fendants  justifying  under  a  rule  of 

'  Parish  vs.  N.  Y.  Produce  Ex-  a  volimtary  unincorporated  society, 

change,  169  N.  Y.  34.    The  adop-  The  defendants  and  the  prosecutrix 

tioD,  by  an  unincorporated  society,  were  members  of  a  benevolent  soci- 

of  a  new  constitution  is  illegal,  and  ety  known  as  the  "Good  Samari- 

of  no  force  where  it  has  not  been  tans,"  which  societv  had  certain 

carried  in  accordance  with  the  pro-  rules  and  ceremonies  known  as  the 

visions  of  the  existing  constitution  ceremonies  of  initiation  and  expid- 

of  the  society.    Hochreiter's  App.,  8  sion.    The  prosecutrix  having  been 

Week.  Notes  Gas.  461.  remiss  in  some  of  her  obligations, 

*  Nelson  vp.  Board  of  Trade,  68  and,  when  called  upon  to  explain, 
in.  App.  399,  rev'd  on  other  grounds  having  become  violent,  the  defend- 
162  111.  431 .  ant,  with  others,  proceeded  to  per- 

*  Board  of  Trade  vs.  Nelson,  162  form  the  ceremony  of  expulsion, 
m.  431.  which  consisted  in  suspending  her 
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When  a  Commercial  Exchange  is  empowered  by  its  char- 
ter to  regulate  its  members  in  the  conduct  of  their  business, 
a  rule  that  members  who  were  warehousemen  should  execute 
a  bond  to  secure  to  shippers  or  members  the  proceeds  of  the 
sales  of  their  property  is  valid,  and  such  a  bond  is  binding.^ 

(J)  Power  of  Suspension  and  JExprdsiofi. 

One  of  the  most  important  functions  of  an  association  or 
company,  whether  incorporated  or  unincorporated,  is  the 
power  of  suspension  and  expulsion  from  membership.  As 
several  of  the  Stock  and  Produce  Exchanges  in  the  United 
States  have  become  incorporated,  whilst  others,  like  the 
New  York  Stock  Exchange,  remain  unincorporated  bodies, 
it  is  desirable  to  point  out  the  distinction  which  exists  be- 
tween rights  in  a  corporation  and  rights  in  an  unincorpo- 
rated association.  In  the  former  case,  the  member  is  in  the 
enjoyment  of  2. franchise^  the  right  to  which  is  not  derived 
from  the  body,  but  is  created  by  statute,  or  exists  by  pre- 
scription, and  cannot  be  taken  away  by  the  act  of  the  cor- 
poration, except  authorized  by  its  charter,  or  for  the  three 

from  the  wall  by  means  of  a  cord  battery,  had  the  parties  concerned 

fastened  around  her  waist.  not  been  members  of  the  "Society 

This  ceremony  had  been  inflicted  of  Good  Samaritans/'  it  is  not  the 

upon    others,    theretofore,    in    the  less  a  battery  because  they  were  all 

presence  of  the  prosecutrix.     She  members  of  that  humane  institu- 

resisted  to  the  extent  of  her  ability,  tion.    The     punishment     inflicted 

The  court,  on  appeal,  held:  upon  the  person  of  the  prosecutrix 

"When  the  prosecutrix  refused  to  was  wilful,  violent,  and  against  her 

submit  to  the  ceremony  of  expul-  consent,  and  thus  contained  all  the 

sion  established  by  this  benevolent  elements  of  a  wanton  breach  of  the 

Society,  it  could  not  be  lawfully  in-  peace."     State  vs.  Williams,  76  N. 

flicted.    Rules  of  discipline  for  this  C.  134. 

and  all  voluntary  associations  must       ^  Warren  vs.  Louisville  Exchange, 

conform  to  the  laws.     If  the  act  of  55  S.  W.  (Ky.)  912. 
tying  this  woman  would  have  been  a 
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causes  mentioned  9upra  (pp.  74  and  75).  But  in  the  latter 
case  the  member  has  no  rights  of  a  higher  dignity  than  those 
springing  out  of  a  voluntary  contraot  between  himself  and 
his  fellow  members.  Such  contracts  are  upheld  when  they 
are  not  unreasonable  or  contrary  to  law  or  public  policy, 
and  the  member  may  thereby  voluntarily  subject  himself  to 
summary  expulsion  for  causes  and  in  modes  which  would 
not  be  justified  in  the  case  of  a  chartei*ed  corporation.^ 

It  seems  to  be  reasonably  well  settled  that,  as  unincorpo- 
rated societies  have  the  right  to  prescribe  rules  for  the  con- 
duct of  their  business,  they  have  the  correlative  power  to 
enforce  them ;  and  that  for  a  violation  of  such  rules,  after  a 
hearing  in  accordance  with  the  methods  prescribed  in  the 
constitution  or  rules,  any  offending  member  may  be  either 
suspended  or  expelled  from  membership,  as  the  nature  of 
act  justifies.' 

^  Thompson's  Commentaries   on  seems  imdoubted.    Angell  k,  Ames 

Corporations,  §  846,  and  cases  cited  on  Corp.    H  410,   411,   and   cases 

in  footnotes.    Some  of  the  author-  cited. 

ities  seem  to  hold  that  in  the  case  of  For  cases  arising  between  corpo- 

moneyed   corporations   a   member  rations  and  their  members  as  to  the 

cannot  be  expelled  unless  the  right  power  to  suspend  or  expel,  see  Ang. 

has  been  conferred  by  statute,  even  &  Ames  on  Corps.  (11th  ed.)  {  408 

for  the  three  causes  mentioned  in  et  seq.;  Potter  on  Corps.      |  721; 

the  text.  Angell  &  A.  on  Corp.  (11th  Morawetz  on  Corp.  (2d  ed.)  §§  277, 

ed.)    410;    Thompson's    Com.    on  493;    Beach   on   Corp.  {§  97,    595; 

Corp.  §  846,  and  cases  cited  in  note  Speeling  on  Corp.    §  523   et  seq.; 

1.    But  the  soundness  of  this  doc-  Thompson  on  Corp.  {  799  et  seq.; 

trine  may  be  questioned,  as  a  mem-  Cook    on    Corporations    (4th  ed.), 

ber  might,  by  continuous  violation  §{11,  564,  710;  American  &  Eng- 

of  his  duty  as  an  incorporator,  en-  lish  Ency.  of  Law  (2d  ed.),  tits, 

sure  the  destruction  of  the  corpora-  "Amotion"     and     ''  Disfranchise- 

tion,  and  the  latter  be  powerless  to  ment." 

prevent  its  enforced  dissolution  by  '  Leech  vs.  Harris,  2  Brews.  (Pa.) 

his  expulsion.     But  that  he  would  571;  White  vs.  Brownell,  4  Ab.  Pr. 

be  entitled  to  the  amount  of  his  (n.s.)  162,  aff'g3id.  318;  Belton  vs. 

stock  and  could  recover  it  in  an  Hatch,  109  N.  Y.  593;  Lewis  vs. 

action     against    the     corporation  Wilson,  121  N.  Y.  284;  Kuehne- 
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And  unincorporated  bodies  have  not  only  the  right  to 
expel  a  member  for  a  violation  of  their  express  roles,  where 
such  a  penalty  is  attached  to  the  act,  but  such  associations 
equally  with  corporations  have  the  inherent  power  to  expel 
their  members,  in  the  following  cases,  for  certain  acts, 
although  they  may  not  be  specifically  mentioned  in  their 
by-laws : 

1.  When  an  offence  is  committed,  which  has  no  immediate 
relation  to  a  member's  corporate  duty,  bat  is  of  so  infamous 
a  nature  as  to  render  him  unfit  for  the  society  of  honest  men. 
Such  as  the  offences  of  perjury,  forgery,  etc.  But  before  an 
expulsion  is  made  for  a  cause  of  this  kind,  it  is  necessary 
that  there  should  be  a  previous  conviction  by  a  jury  accord- 
ing to  the  law  of  the  land. 

2.  When  the  offence  is  against  his  duty  as  a  corporator ; 
and,  in  that  case,  he  may  be  expelled,  on  trial  and  conviction, 
by  the  corporation. 

3.  When  the  offence  is  of  a  mixed  nature,  against  the 
member's  duty  as  a  corporator,  and  also  indictable  by  the 
law  of  the  land.^ 

Upon  this  question  of  disfranchisement  there  is  a  well- 
defined  distinction  between  those  bodies,  corporated  or  un- 
incorporated, where  the  members  exercise  a  personal  and 
active  supervision  or  duty,  and  in  those  commercial  organ- 

mundt  vs.  Smith,  2  N.  Y.  Supp.  ^  Leech  vs.  Harris,  2  Brews.  (Pa.) 
625.  In  California  it  has  been  held  571;  People  ex  rel.  Thacher  vs.  N. 
that  a  member  may  be  also  expelled  Y.  Conmiercial  Assn.,  18  Abb.  Pr. 
for  conduct  clearly  violating  the  271.  Expulsion  is  justified  by 
fundamental  objects  of  the  associa-  guilt  of  any  act,  which  though  not 
tion.  Otto  vs.  Tailor's  Union,  75  expressly  prohibited  by  the  by- 
Cal.  308.  When  by  the  rules  the  laws,  yet  violates  the  fundamental 
offense  is  punishable  by  fine  only,  objects  of  the  association.  Otto  vs. 
the  association  cannot  expel  the  Tailors'  Union,  75  Cal.  308. 
member.    Id. 
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izations  instituted  mainly  for  gain,  where  the  members  do 
not  actively  participate  in  the  management,  but  merely 
hold  certificates  of  stock,  which  are  transferable  by  assign- 
ment and  delivery,  and  which  entitle  each  holder  to  a 
proportionate  share  of  the  assets,  profits,  and  earnings  of 
the  company.  In  the  former  class  the  personal  character 
and  conduct  of  the  member  may  be  of  great  importance, 
and  the  rules  stated  above,  respecting  the  power  of  expul- 
sion, will  rigidly  apply  ;  but  in  the  latter  class  the  personal 
character  of  the  stockholder  is  of  no  particular  concern; 
and,  consequently,  it  seems  to  be  settled,  both  by  reason 
and  precedent,  that,  generally,  a  member  cannot  be  dis- 
franchised, and  deprived  of  his  rights  in  the  corporate 
property,  for  acts  of  misconduct  disconnected  with  the  cor- 
porate business.^ 

The  rule  that  seems  to  be  applied  to  all  cases  is  that  when  a 
member  disqualifies  himself  from  assisting  in  promoting  the 
object  and  purpose  of  the  corporation,  he  forfeits  his  corpo- 
rate franchise,  and  may  thus  justify  a  vote  of  expulsion ;  but 
even  then,  it  seems,  in  a  commercial  joint-stock  company, 
the  member  would  be  entitled  to  the  amount  of  his  stock, 
and  could  recover  it  in  an  action  against  the  corporation.^ 

With  this  statement  of  the  general  rule,  reference  will  now 
specially  be  made  to  the  cases  which  have  arisen  between 
Stock  and  Produce  Exchanges  and  their  members  relating 
to  the  power  of  expulsion ;  and,  as  the  subject  is  compara- 
tively a  new  one,  we  deem  it  better  to  set  them  out  fully, 

^  Ang.  &  Ames  on  Corp.   (11th  law  in  27  Albany  L.  J.  326;  article 

ed.)  §  410;  White  vs.  Brownell,  4  on   conclusiveness   of  decisions  of 

Ab.  Pr.  (n.  s.)  162-169.    See  also  tribunals  of  associations  or  corporar 

LoFubat  vs.  Le  Roy,  15  Abb.  N.  C.  tions,  49  L.  R.  A.   353;    Neukirch 

1,   and    valuable    note    appended  vs.  Keppler,  66  N.  E.  (N.  Y.)  1112. 
thereto  at  p.  44,  and  article  on  dub       '  Ang.  &  Ames,  {{  410,  411. 
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that  the  views  of  the  court  may  be  thoroughly  appre- 
ciated. 

In  the  case  of  White  vs.  Browtiell  ^  a  claim  and  matter  of 
difference  arose  between  the  plaintiff,  a  member  of  the  Open 
Board  of  Brokers,  an  unincorporated  association,  and  C.  M. 
&  Co.,  also  members,  growing  out  of  their  rights  and  ob- 
ligations under  a  contract  for  the  purchase  of  certain  rail- 
road  stock,  agreed  to  be  sold  and  delivered  by  plaintiff  to 
said  C.  M.  &  Co.  The  contract  was  made  at  the  board, 
and  as  members  thereof.  A  dispute  subsequently  arose, 
and,  after  notice  to  plaintiff,  C.  M.  &,  Co.  purchased  a  cer- 
tain amount  of  the  stock  under  the  rules,  but  plaintiff  re- 
fused to  recognize  the  transaction  or  pay  for  the  stock ;  and, 
in  consequence  thereof,  C.  M.  &  Co.  made  a  claim  against 
him  for  a  large  sum  of  money,  being  the  amount  of  the 
difference  in  their  favor.  C.  M.  &  Co.  subsequently  pre- 
sented their  claim  to  the  Arbitration  Committee,  which, 
under  the  constitution  of  the  board,  had  cognizance  of  all 
claims  and  matters  of  difference  between  members  of  the 
board,  and  its  decision  was  declared  binding.  Under  the 
constitution,  an  appeal  would  lie  from  the  Arbitration 
Committee  to  the  Board  of  Appeals.  It  was  also  provided 
in  the  by-laws  that,  as  a  means  of  mutual  protection,  it 
should  be  the  duty  of  any  member  to  report  to  the  board 
all  cases  of  defalcation  of  contracts  of  other  members,  and 
all  cases  of  refusal  or  inability  to  pay  differences,  where- 
upon  the  president  should  declare  the  member  so  reported 
suspended.  From  such  suspension  the  reported  member 
might  appeal,  and  demand  a  hearing  before  the  Executive 
Committee.    After  the  claim  of  C.  M.  &  Co.  had  been  pre- 

» 3  Ab.  Pr.  (n.  s.)  318. 
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sented  to  the  Arbitration  Committee,  a  day  for  hearing  was 
appointed,  and  plaintiff  duly  summoned  to  appear  and  an- 
swer. The  plaintiff  declined  to  appear  before  the  committee, 
whereupon  the  latter  heard  and  determined  the  matter  upon 
the  statements  of  C.  M.  &  Co.,  and  rendered  judgment  to  the 
Board  of  Appeals;  and,  after  the  time  for  appeal  had 
elapsed,  O.  M.  &  Co.  brought  the  matter  to  the  notice  of 
the  Committee  on  Membership,  which,  after  investigation, 
reported  to  the  board  that  plaintiff  was  in  default  under 
his  contract,  whereupon  the  president,  in  accordance  with 
his  duty,  declared  the  plaintiff  suspended.  The  plaintiff 
thereupon  appealed  to  the  Executive  Committee ;  but  be- 
fore that  body  had  convened  he  brought  an  action  praying 
that  the  president  and  board  should  be  restrained  and  en- 
joined from  interfering  with  him  in  the  full  exercise  of  his 
rights,  etc.,  as  a  member  of  the  board,  alleging  that  the 
action  of  the  respective  committees  was  unjust,  and  insist- 
ing that  his  original  contract  with  C.  M.  &  Co.  was  still 
in  force.  The  court  refused  to  give  the  plaintiff  any  relief, 
and  dissolved  the  preliminary  injunction  which  had  been 
granted,  on  the  ground  that,  as  all  the  proceedings  had 
been  conducted  in  accordance  with  the  by-laws,  which 
plaintiff  had  submitted  to  upon  becoming  a  member,  a  court 
would  not  interfere  where  there  was  no  claim  that  the  terms 
of  the  constitution  were  hard  and  unconscionable.  The  court 
said :  "  The  very  existence  of  this  body  depends  upon  the 
faithful  observance  of  its  organic  law  by  all  its  members. 
The  court  must  regard  the  constitution  and  laws  of  this 
board  as  the  contract  by  which  all  the  members  are  bound. 
The  court  cannot  make  any  other  contract  for  the  parties  than 
they  have  solemnly  made  for  themselves.  It  is  not  the  prov- 
ince of  courts  of  law  to  make  contracts  for  parties.    It  may 
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explain,  interpret,  enforce,  and  in  some  instances,  where  con- 
tracts are  hard  and  unconscionable,  relieve  from  them.  But 
there  is  no  claim  in  this  suit  that  the  terms  of  this  constitu- 
tion adopted  by  the  plaintiff  are  hard  and  unconscionable. 
The  plaintiff  does  not  ask  to  be  relieved  from  his  member- 
ship, he  rather  demands  that  he  may  be  allowed  to  remain 
in  the  association,  under  the  constitution ;  he  does  not  wish 
to  be  suspended,  or  have  his  connection  determined  and 
ended.  In  an  organization  of  the  character  of  the  Open 
Board  of  Brokers,  with  its  several  hundred  members,  the 
business  transacted  at  its  rooms  being  daily  large  in  amount, 
and  the  stocks  and  securities  dealt  in  being  ever  fluctuating 
in  value,  it  was  not  unreasonable  to  apprehend  that  there 
would  be  constantly  occurring  differences  between  members 
acting  as  agents  for  others,  in  regard  to  the  terms  of  con- 
tracts and  as  to  the  obligations  and  duties  of  contracting 
parties,  under  agreements  often  hastily  made.  The  temp- 
tation to  avoid  a  contract  in  a  rapidly  rising  or  falling  mar' 
ket,  as  the  pecuniary  interest  of  a  party  might  prompt,  ren- 
dered it  imperative  that  some  tribunal  in  the  body  of  the 
association  should  be  appointed,  and  agreed  upon,  to  take 
cognizance  of,  and  exercise  jurisdiction  over,  all  claims  and 
matters  of  difference  which  might  arise  between  members 
of  the  board.  This* appears  the  more  important,  as  confi- 
dence in  each  other  and  in  the  engagements  which  they 
might  make  one  with  the  other,  and  in  the  fairness,  openness, 
and  uprightness  of  their  transactions,  and  in  the  certainty 
that  their  engagements  would  be  fulfilled,  are  announced  as 
the  causes  which  led  to  the  organization.  To  be  effective, 
their  decisions  should  be  prompt.  As  these  engagements 
would  be  constantly  maturing,  it  was  eminently  proper  that  a 
tribunal  should  be  near  to  render  speedy  and  exact  justice. 
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Confidence  in  the  real  life  of  such  engagements ;  hence  the  ap- 
pointment of  a  Committee  of  Arbitration  is  a  prominent 
feature  in  the  constitution  of  this  board ;  and,  by  the  express 
assent  of  each  member,  jurisdiction  is  awarded  to  this  com- 
mittee in  advance  of  all  claims  and  matters  of  difference 
which  might  arise  between  the  members.  .  .  .  The  plaintiff 
agreed,  when  he  became  a  member,  that  the  Arbitration 
Committee  should  take  notice  of  all  claims  and  differences 
between  members,  and  that  he  would  be  bound  by  its  de- 
cision. He  refused  either  to  acknowledge  its  conclusive 
force  in  a  case  in  which  he  was  interested,  or  to  appeal  from 
its  decision.  The  constitution  must  be  taken  as  a  whole. 
The  contracting  part  is  an  entirety.  All  its  obligations  are 
to  be  assumed  and  discharged ;  all  its  benefits  are  to  be  en- 
joyed. The  enjoyment  of  the  latter  depends  upon  the  per- 
formance of  the  former.  Were  it  otherwise,  the  association 
would  be  of  no  real  advantage  to  its  members.  It  clearly 
appears  that  good  faith  in  the  observance  of  the  constitu- 
tional obligations  of  the  members  was  intended  to  furnish 
a  test  for  the  right  of  continued  membership." 

'^  There  was  some  discussion  on  the  argument  of  this  mo- 
tion as  to  the  right  of  the  plaintiff  to  revoke  his  consent  to 
the  jurisdiction  of  the  Arbitration  Committee  over  the  claim 
and  difference  in  question.  In  an  action  in  a  court  of  law  to 
enforce  the  award,  such  question  might  be  raised.  For  the 
purposes  of  this  action,  under  the  facts  of  the  case,  it  can 
give  him  no  relief.  If  the  plaintiff  would  revoke  the  part 
of  his  agreement  with  his  associates,  which  imposes  duties 
and  obligations  upon  him,  he  cannot  insist,  in  a  court  of 
equity,  that  he  shall  be  protected  in  the  enjoyment  of  rights 
and  privileges  created  by  the  same  contracts.  He  that 
would  have  equity  must  do  equity." 
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This  cause  was  subsequently  appealed,*  and  the  judgment 
of  the  lower  courts  was  affirmed.  It  will  be  observed  that  in 
neither  of  the  two  elaborate  opinions  delivered  in  the  cause 
did  the  court  consider  the  legal  aspect  of  the  issue  between 
the  plaintiff  and  M.  C.  &  Co.,  but  the  same  was  deliberately 
avoided,  it  being  held  that,  under  any  circumstances,  the 
plaintiff  was  first  bound  to  exhaust  his  remedy — an  appeal  to 
the  executive  committee,  in  the  manner  pointed  out  in  the 
constitution  and  by-laws  of  the  board — before  any  resort  to 
the  courts  could  be  had. 

But  it  seefjis  that  where  an  unincorporated  association, 
through  a  committee  or  otherwise,  seeks  to  suspend  or  expel 
a  member  for  acts  not  provided  for  in  the  constitution  or  by- 
laws, or  by  an  ex  post  facto  resolution,  the  courts  will  inter- 
fere by  injunction  to  prevent  the  same.' 

The  case  of  SeweU  vs.  Ives,  President,  etc..  New  York  Stock 

Exchange'  is  an  interesting  case,  illustrating  this  question  of 
the  right  of  suspension  and  expulsion.    The  plaintiff  was  a 

^  4  Ab.  Pr.  (n.  s.)  162;  s.  c,  2  obtaining  by  the  relator  of  goods 

DaJy,  31S.  under  false  pretences  was  a  breach 

'  Per  Ingraham,   J.,   Rorke   vs.  of  his  duty  to  the  association.    Id. 

Russell,  2  Lans.  (X.  Y.)  244,  248.  But  a  member  of  the  New  York 

As  to  the  power  of  an  unincorpo-  Cotton    Exchange     (incorporated) 

rated  association  to  suspend  or  ex-  cannot  be  expelled  for  contesting 

pel  a  member,  where  there  is  no  his  title  to  a  seat,  there  being  no 

specific  provision  in  the  constitu-  provision    in  the    charter  or  by- 

tion  or  by-laws  to  that  effect,  see  laws  relative  thereto.     People  ex 

Leech  vs.  Harris,  2  Brews.  571.   If  a  rel.  Elliott  vs.  New  York  Cotton 

member  of  an  incorporated  asso-  Exchange,  8  Hun,  216.     The  pre- 

ciation  directly  violates  its  charter  sumption    should    be    against    the 

or  by-laws,  he  may  be  expelled,  power  to  expel  except  for  the  causes 

People  ex  rel.  Thacher  vs.  N.  Y.  recognized  by  the  adjudged  cases, 

Commercial  Assn.,  18  Abb.  Pr.  271.  citing  White  vs.  Brownell,  supra. 

In  that  case  the  corporation  was  Id. 

organized  (inter  alia)  "to  inculcate  *  N.  Y.  Supreme  Ct.,  Sp.  T.,  re- 
just  and  equitable  principles  of  ported  in  N.  Y.  Daily  Reg.  Feb.  11, 
trade"  and  it  was  held  that  the  1879. 
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member  of  the  firm  of  J.  B.  &  Co.,  which  failed.  An  investi- 
gation of  the  affairs  of  the  firm  showed  that  it  had  re-hypoth- 
ecated securities  upon  which  it  had  loaned  money  to  Brokers ; 
and  the  members  of  the  firm,  consisting  of  B.  and  the  plain- 
tiff, were  arraigned  before  a  sub-committee  of  the  Governing 
Committee  of  the  Stock  Exchange,  which  reported  in  favor 
of  their  expulsion,  on  the  ground  that  they  had  been  guilty 
of  obvious  fraud  under  Article  XX^  (now  Art  XYII.,  sec.  2, 
in  amended  form)  of  the  Constitution  of  the  Exchange,  as 
follows :  ^^  Should  any  member  be  guilty  of  obvious  fraud,  of 
which  the  Governing  Committee  shall  be  the  judge,  he  shalli 
upon  conviction  thereof,  by  a  vote  of  two  thirds  of  the  mem- 
bers of  the  said  committee  present,  be  expelled,  and  his 
membership  shall  escheat  to  the  Exchange ;  subject,  however, 
to  the  provisions  of  Article  XIY.  of  the  constitution  as  re- 
gard the  claims  of  members  of  the  Exchange  who  are  cred- 
itors of  such  persons." 

The  resolution  of  expulsion  was  approved  of  by  the  Gk>vem- 
ing  Committee.  There  was  a  unanimous  vote  on  B.'s  guilt ; 
but  only  a  majority  subscribed  to  the  finding  in  plaintiff's 
(^se,  though  there  was  a  two-third  vote  in  favor  of  thelat- 
ter's  expulsion. 

The  plaintiff  applied  for  an  interlocutory  injunction,  re- 
straining the  president  and  other  officers  of  the  Exchange 
from  interfering  with  his  entering  the  Exchange  and  carrying 
on  business  there,  alleging  that  his  expulsion  was  unjust,  and 
that  it  deprived  him  of  his  interest  in  the  property  of  the 
Exchange  and  all  of  the  rights  and  incidents  pertaining  to  a 
membership  therein.  The  Court  held  that,  although  the 
plaintiff's  expulsion  had  been  technically  irregular,  yet,  as  it 
was  an  admitted  fact  that  the  firm  of  which  he  was  a  mem- 
ber was  insolvent,  he  could  not  justly  complain  of  being  sus- 
6 
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pended  jErom  membership ;  as  under  Article  XI Y.  (now  ar- 
ticle XYI.)  of  the  Constitution  of  the  Stock  Exchange,  all 
members  becoming  insolvent  shall  be  suspended  until  they 
have  settled  with  their  creditors.^ 

This  decision  may  be  open  to  question,  upon  the  ground 
that  the  effect  of  the  difference  between  a  '^  suspended  "  and 
an  "  expelled  '*  member  does  not  seem  to  have  been  fully  re- 
garded ;  inasmuch  as  a  '^  suspended  "  member  is  one  who 
under  the  rules  of  the  Exchange  can  be  restored  to  member- 
ship, whereas  an  "  expelled  "  member  forever  loses  his  prop- 

^  The  full  decision  of  Mr.  Justice  as  the  association  may  own;  and  has 

Sedgwick  is  given  in  this  connec-  wrongfully  and  unlawfully  deprived 

tion:  him  of  all  the  rights  and  privileges 

''  It  seems  clear  to  me  that  Article  incident  to  sBch  membership,  which 
XX.  of  the  Constitution  of  the  de-  are  very  valuable  to  plaintifiF,  and 
fendant  means  that  before  a  mem-  absolutely  essential  to  the  discharge 
ber  can  be  expelled  he  must  be  of  plaintiff's  business  as  Broker, 
found  guilty  by  a  vote  of  two  thirds       "The  testimony  showed  that  the 
of  the  members  of  the  committee  defendant  did  exclude  the  plaintiff 
present,  and  that  the  attempted  ex-  from  the   enjoyment  of  any  and 
pulsion  was  void.    This,  of  itself,  every  privilege  of  a  member,  of  a 
does  not  give  a  cause  of  action.  The  kind  that  would  actually  accrue  to  a 
illegal  act  must  have  some  relation  member  in  his   lifetime,   and  did 
to  a  right  which  the  law  can  pro-  claim  that  he  was  properly  expelled, 
tect.     It  must  appear  that  an  in-  One  of  the  defences  was  that  before 
junction  to  prevent  the  defendant  the  expulsion,  and,  by  reason  of  the 
acting  upon  the  illegal  expulsion  plaintiff  becoming  insolvent,  he  be- 
will  permit  the  plaintiff  to  enjoy  came,  by  force  of  certain  articles  of 
some  substantial  right,  capable  of  the  constitution,  a  suspended  mem- 
present  or  future  actual  enjoyment,  ber,   or  suspended  from  member- 
The  complaint  charges  that  the  de-  ship,   and  had  so  ever  remained, 
fendant,  under  the  pretence  of  the  The  effect  of  this  suspension  was 
void  expulsion,  deprived  said  plain-  that  it  legally  deprived  him  of  every 
tiff  of  the  power  to  enter  S£dd  build-  present   and   future  advantage  of 
ing,  or  mart,  to  carry  on  such  busi-  membership,   and  until  he  should 
ness  as  he  may  have  to  carry  on,  settle  with  his  creditors  and  should 
and  has  unlawfully  deprived  him  of  apply  for  readmission  to  member- 
his  seat,  which  cost  him  92,000;  has  ship.    His  readmission  would  then 
wrongfully  and  unlawfully  deprived  depend  upon  the  vote  of  the  com- 
him  of  the  interest  in  such  property  mittee  or  committees  to  which  ap- 
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erfy  and  privileges.^  If  the  basis  of  proceeding  against  a 
member  is  under  one  particular  rule^  and  the  action  of  the 
Exchange  held  to  be  unauthorized  and  illegal,  it  seems  rather 
anomalous  to  uphold  the  decision  in  ousting  a  member  upon 
another  rule  merely  justifying  suspension,  and  to  which  no 
reference  was  made  to  the  proceedings  before  the  Exchange.^ 
And  this  view  seems  to  have  finally  prevailed  in  the  case. 

The  most  recent  New  York  case  illustrative  of  the  power 
of  the  Stock  Exchange  over  its  members  is  Young  vs. 

plication     must     be     made.    The  right  that  of  itself  is  not  in  the  nat- 

teetimony   was   that   he  had   not  ure  of  property,  has  no  pecuniary 

applied  for  readmission,  and  that  value,  and  an  unlawful  exclusion 

he  had  not  made  a  settlement  with  from  it  could  be  adequately  com- 

his  creditoiB.     There  was  no  proof  pensated  by  damages.    The  second 

that  he  had  the  means  of  making  was  not  an  injury  to  the  plaintiff; 

one.    Therefore,  there  is  no  present  as,  from  the  nature  of  membership, 

rig^t  recognized  by  the  constitu-  he  could  be  fully  reinstated  without 

tion  to  apply  for  readmission  or  setting  the  sale  aside,  and  any  claim 

to  be  readmitted.     A  mere  lapse  of  of  right  to  a  resale  would  be  repug- 

time  will  not  bring  him  to  such  a  nant  to  the  foundation  of  this  ao- 

right.     An  injunction  against  uirang  tion." 

the  void  expulsion  would  not  enable  "For  the  reason  that  the  plaintiff 
him  to  enjoy  or  go  into  possession  has  no  substantial  right  that  would 
of  any  advantages.  While  present  be  protected  by  injunction,  the  com- 
facts  exist  there  is  no  possibility  of  plaint  must  be  dismissed." — N.  Y. 
any  right  accruing  to  him;  and  Daily  Reg.  Fed.  11,  1879. 
whether  there  wiU  be  a  possibility  ^  As  to  recognition  by  the  courts 
hereafter  is  incapable  of  determina-  of  the  difference  between  suspen- 
tion,  if  a  mere  possibility  as  dis-  sion  and  expulsion  under  the  by- 
tinguished  from  a  contingent  right  laws  of  a  Masonic  lodge,  see  Pal- 
to  the  subject  of  adjudication.  If  metto  Lodge  vs.  Hubbell,  2  Strob. 
there  be  a  doubt  as  to  tha  correct-  Law  (S.  Car.),  457. 
neas  of  this,  it  rests  u^wn — first,  '  And  see  this  case  again  reported 
that  a  suspended  member  had  a  at  p.  126  of  this  chapter,  where  in  an 
right  to  go  into  what  the  witness  action  against  the  Stock  Exchange 
called  the  ''long  room;"  second,  for  a  conversion  of  his  "seat"  the 
that  after  the  attempted  expulsion,  plaintiff  recovered  damages  on  the 
and  before  a  year  had  passed,  there  ground  that  it  had  been  illegally 
was  a  sale  of  the  plaintiff's  right  of  *  disposed  of  by  the  Stock  Exchange, 
membership.    The  first  refers  to  a 
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Eames.^  In  that  case  the  plaintiff,  who  had  been  expelled 
for  fraud,  brought  an  action  against  the  Exchange  demand- 
ing judgment  that  it  be  decreed  that  he  was  a  member 
in  good  standing,  and  that  the  Exchange  be  restrained 
from  preventing  him  transacting  business  upon  the  Ex- 
change,' thereby  compelling  the  defendant  to  prove  the 
validity  of  the  expulsion,  and  it  was  held  that  the  Exchange 
was  only  bound  to  prove  the  preparation  of  charges,  no- 
tice of  the  hearing,  the  calling  of  witnesses  and  the  decision 
reached,  and  that  the  committee  had  followed  the  proce- 
dure required  by  the  constitution,  and  that  it  was  not 
incumbent  on  them  to  produce  all  the  evidence  taken  be- 
fore them.  A  presumption  arose  that  the  decision  was 
valid,  and  it  rested  upon  the  plaintiff  to  show  in  what  re- 
spect it  was  void.  It  was  also  held  that  the  plaintiff  was 
rightly  expelled  for  fraud,  although  under  another  rule  he 
might  have  been  only  suspended  for  making  a  fictitious 
sale,  Avhen  the  sale,  besides  being  ISctitious,  was  also 
fraudulent,  and  of  which  the  Committee  was  to  be  the 
judge. 

The  case  of  Powell  vs.  Abbott'  illustrates  a  case  in  which 
the  courts  will  interfere.  That  was  a  bill  in  equity  to  re- 
strain the  defendants,  members  of  the  Philadelphia  Mining 
and  Stock  Exchange,  an  unincorporated  association,  from 
carrying  into  effect  the  suspension   of  the  plaintiff  from 

^  78  A.  D.  229.     See  also  Board  mandamus  compelling  his  reinstate- 

vB.Weare,  105  111.  App.  289.  ment  on  tiie  ground  that  the  com- 

'  9  Week.    Notes  Cas.    231,  Nov.  mittee  should  have  investigated  the 

1880.     When  a  member  of  the  New  question  of  adulteration,  as  he  could 

York  CofiFee  Exchange,  an  incorpo-  not  be  compelled  to  do  an  illegal 

rated   association,    was   suspended  act  (L.  1893,  c.  661,  {41)  without 

from  membership  for  refusing  to  such  investigation.    Matter  of  Lur- 

pay  for  alleged  adulterated  coffee,  man,  149  N.  Y.  588. 
it  was  held  that  he  was  entitled  to 
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memberahip  in  the  association,  and  from  disposing  of 
certain  stock  belonging  to  him  and  deposited  as  secu- 
rity. 

The  bill  set  forth  that  the  plaintiff   had  made  a  time 
contract  with  A.,  one  of  the  defendants,  for  the  sale  of 
certain  mining  stock,  and  deposited  with  another  member 
of  the  Exchange  certain  shares  of  other  stock  as  secnrity ; 
that,  the  stock  having  advanced  in  price,  A.  demanded  a 
farther  secnrity,  which  plaintiff  declined  to  make,  on  the 
gronnd  that  the  sales  at  the  advanced  price  were  fictitioos ; 
that  the  qnestion  was  then  referred  to  the  Arbitration 
C!omniittee  of  the  Exchange,  whose  duty  it  was  to  investi- 
gate and  decide  all  claims  and  matters  of  difference  arising 
between  members  of  the  Exchange,  and  also  to  adjudicate 
such  claims  as  may  be  preferred  against  members  by  non- 
members,  when  non-members  agree  in  writing  to  abide  by 
its  decision.    The  decision  of  the  conunittee  shall  be  final, 
except  in  cases  involving  a  difference  of  one  hundred  dol- 
lars or  over,  when  either  party  may  appeal,  within  three 
days,  to  the  Exchange  for  final  adjudication.    The  com- 
mittee decided  that  the  plaintiff  must  make  the  additional 
deposit  called  for  by  A.,  from  which  decision  plaintiff  forth- 
with notified  the  acting  chairman  of  the  Exchange  that 
he  appealed ;    but  before   any  further    action   could  be 
taken  on  said  appeal,  at  the  request  of  said  A.  the  acting 
chairman   of  said  Exchange    appointed  a  committee  of 
three  members,  who  called  upon  plaintiff,  and  inquired  of 
him  why  he  had  not  complied  with  the  report  of  the  Arbi- 
tration Committee.    Plaintiff  replied  to  them  that  he  had 
appealed  from  its  decision.    The  said  committee  thereupon 
reported  back  to  the  acting  chairman  of  the  Exchange  that 
the  following  section  of  the  by-laws  be  enforced : 
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^'  Section  XL  Any  member  who  fails  to  comply  with  his 
contracts,  or  who  becomes  insolvent,  shall  immediately  in- 
form the  chairman  of  the  Exchange  of  the  fact,  whose  duty 
it  shall  be  to  give  notice  forthwith,  from  the  chair,  of  the 
failmre  of  sach  member ;  and  in  case  of  the  refusal  or  neg- 
lect of  such  delinquent  to  make  such  report  to  the  chairman, 
it  shall  be  the  duty  of  any  member,  having  a  knowledge  of 
the  fact,  to  report  the  same  forthwith  to  the  Governing 
Committee  or  the  chairman,  who  shall  thereupon  appoint  a 
committee  of  three  members  to  inquire  into  the  facts,  and  re- 
port thereon,  without  delay ;  and  if  said  committee  report  the 
charge  to  be  true,  and  the  Exchange  confirm  the  report,  said 
member  shall  be  suspended ;  and  it  shall,  furthermore,  be 
the  duty  of  the  Governing  Committee,  upon  receiving  in- 
formation thereof,  or  having,  directly  or  indirectly,  any 
knowledge  of  such  failure  on  the  part  of  any  member  to 
comply  with  his  engagements,  as  above  stated,  to  report  the 
same,  without  delay,  to  the  chairman,  and  ask  for  the  ap- 
pointment of  a  committee  as  before  provided.  And,  in  case 
of  the  insolvency  of  any  member,  he  shall  within  three 
days  make  good,  to  the  full  amount  thereof,  all  friendly 
loans  of  cash  or  stock  from  members,  or  any  overdraft  on 
any  bank  ;  but  seven  days  shall  be  allowed  him  in  which  to 
settle  stock  contracts." 

A  meeting  of  the  members  who  were  present  at  the  Ex- 
change in  the  afternoon  of  the  same  day  was  called,  without 
any  preliminary  notice,  to  take  action  on  the  report  of  the 
committee.  Plaintiff  protested,  at  the  time,  that  he  had  ap- 
pealed from  the  decision  of  the  Arbitration  Committee,  and 
asked  that  his  appeal  should  be  heard  before  any  further 
action  was  taken  in  the  matter.  His  objection  and  request 
were  overruled,  and  his  right  of  appeal  denied  him ;  and  a 
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motion  was  made  to  suspend  hiniy  which  was  thereupon  put 
and  carried. 

The  courty  after  commenting  upon  the  nature  of  the  associ- 
ation and  its  rules,  and  holding  that  where  there  was  a  con- 
flict between  the  constitution  of  the  association  and  by-laws 
the  former  must  prevail,  said : 

^  But  whether  this  be  so  or  not,  the  right  of  the  plaintiff 
to  the  protection  of  a  court  of  chancery  rests  upon  the  denial 
to  him  of  his  right  of  appeal  from  the  decision  of  the  Arbi- 
tration Committee,  and  the  consequent  threatened  sacrifice 
of  his  rights  as  a  member  of  the  association,  and  the  sell- 
ing and  disposing  of  the  stock  deposited  as  security  for 
his  contracts  before  his  rights  have  been  adjudicated,  in 
the  manner  prescribed  by  the  constitution  of  the  associa- 
tion. 

^'  It  has  been  alleged  by  the  learned  counsel  for  the  defend- 
ants that  the  plaintiff  has  a  legal  remedy  by  mandamus  for 
restoration  of  his  rights  as  a  member  if  he  has  been  im- 
properly suspended,  and  that  consequently  he  cannot  invoke 
the  equitable  powers  of  this  court. 

^  A  writ  of  mandamus  would  not  secure  to  the  plaintiff  the 
protection  which  he  seeks.  The  object  of  that  writ  would  be 
to  restore  him  to  his  rights  as  a  member  if  he  had  been  im- 
properly suspended.  In  the  meanwhile  there  might  be  the 
threatened  sacrifice  of  his  property,  as  complained  by  him. 
And  as  this  court  has  equitable  jurisdiction  for  the  supervision 
and  control  of  these  associations,  and  to  prevent  threatened 
mischief,  upon  the  well-settled  principle  that  where  a  court  of 
equity  has  jurisdiction  for  any  purpose  it  will  draw  to  itself 
jurisdiction  of  all  questions  incident  to  the  subject-matter  of 
inquiry,  to  make  a  final  determination  of  the  rights  of  the 
parties,  and  to  prevent  multiplicity  of  actions,  I  think  the 
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jarisdictibn  can  be  maintained."    The  special  injunction 
was  accordingly  continued. 

Incorporated  Exchanges  have  in  more  than  one  instance 
made  it  an  express  recital  of  their  charters  or  certificates  of 
incorporation,  that,  the  purpose,  or  one  of  the  purposes,  in 
organizing,  was  to  ''  inculcate  just  and  equitable  principles 
of  trade."  And  a  similar  purpose  is  readily  discernible  in 
the  constitution  and  rules  of  the  New  York  Stock  Ex- 
change.^ 

A  by-law  punishing  infractions  of  jast  and  equitable  prin- 
ciples of  trade  is  to  be  liberally  construed  in  aid  of  its  pur- 
pose and  '^  extends  to  conduct  in  respect  to  a  contract 
either  in  its  inception  or  execution,  or  the  failure  to  execute 
it,  which  is  inconsistent  with  jast  and  fair  dealing,  although 
it  may  fall  short  of  actionable  fraud,  and  although  it  is  not 
of  that  specific  and  definite  character  of  which  the  law  in 
an  action  between  the  parties  will  take  notice.  The  law 
does  not  undertake  to  enforce  mere  moral  obligations. 
Their  observance,  however,  by  parties  to  contracts  is  re- 
quired by  the  principles  of  commercial  honor  and  integrity, 
and  it  would  seem  to  be  the  policy  as  well  as  the  duty  of  an 
association,  organized  to  inculcate  just  and  equitable  princi- 
ples of  trade,  to  discourage  by  disciplinary  action  any  disre- 
gard of  business  rectitude  on  the  part  of  its  members  in 
their  business  transactions."  ^ 

A  person,  it  is  pointed  out,  "  may  perform  the  very  letter 
of  his  contract  and  respond  to  the  full  extent  of  the  law  and 

'  Bemheim  vs.  Keppler,  34  Misc.  Produce  Exchange,  149  N.  Y.  428; 

321.  Hurst  vs.  New  York  Produce  Ex- 

'  Per  Andrews,  C.  J.,  People  ex  change,  1  Cent.  Rep.  260;  People  ex 

Tcl.  Johnson  vs.  New  York  Produce  rel.  Thacher  vs.  New  York  Com- 

Exchange,  149  N.  Y.  411.      See  mercial  Assn.,  18  Abb.  Pr.  279. 
also  In  re  Haebler  vs.  New  York 
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yet  be  guilty  of  proceedings  inconsistent  with  the  just  and 
eqmtable  principles  of  trade.  He  may  exact  no  more  than 
the  pound  of  flesh  precisely  nominated  in  the  letter  of  his 
bond  and  yet  be  guilty  of  unfair  dealing  and  gross  misoon- 
dnct."  And,  therefore,  the  fact  that  the  matter  is  also  un* 
der  judicial  investigation,  does  not  oust  the  jurisdiction  of 
the  Exchange.^ 

It  seems,  however,  that  the  simple  non-performance  by  a 
member  of  a  contract  is  not  within  the  by-law.  For  that 
there  is  usually  another  provision  of  the  by-laws.' 

Such  a  by-law  will  reach  and  punish  a  member  for  offenses 
committed  outside  of  the  Exchange,  and  even  if  not  com- 
mitted against  a  fellow-member.* 

A  member  is  not  acting  in  antagonism  to  the  corporate 
power  of  establishing  just  and  equitable  principles  of  trade, 
in  refusing  to  submit  to  an  adverse  report  by  a  committee 
upon  his  title  to  his  seat  in  the  Exchange,  there  being  no 
express  or  implied  power  in  the  body  to  determine  the 
ownership  of  a  disputed  seat.^ 

In  a  recent  case  in  Wisconsin  a  temporary  injunction 
was  granted  against  the  Milwaukee  City  Chamber  of  Com- 
merce, enjoining  it  from  suspending  or  expelling  plaintiff 
from  the  Chamber  for  an  alleged  violation  of  a  rule  as  to 

'  Hurst  VB.  N.  Y.  P.  Ex.,  1  Cent.  '  People  ex  rel.  Johnson  vs.  New 
Rep.  260,  and  other  cases  cited  in  Yoik  Produce  Exchange,  149  N.  Y. 
preceding  note.    A  by-law  of  a  body   410. 

having  among  its  corporate  objects  '  In  Matter  of  Haebler  vs.  New 
Uie  inculcation  of  just  and  equitable  York  Produce  Exchange  and  People 
principles  of  trade,  may  prescribe  ex  rel.  Thacher  vs.  New  York  Corn- 
suspension  for  the  breach  of  a  con-  mercial  Assn.,  supra;  Dickenson  vs. 
tract,  even  though  the  contract  Chamber  of  Commerce,  29  Wis.  45. 
violated  be  void  under  the  statute  *  People  ex  rel.  E^lliott  vs.  Cotton 
of  frauds.  Dickenson  vs.  Chamber  Ex.,  8  Hun,  216. 
of  Commerce,  29  W\b,  45. 
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contracts,  it  appearing  that  a  certain  contract  which  plain- 
tiffs declined  to  fulfil,  was  made  by  their  clerk  without 
their  authority,  with  a  person  having  knowledge  of  the 
clerk's  scope  of  employment.^ 

The  case  of  Leech  vs.  Harris  was  another  Stock  Exchange 
case,'  and  it  was  there  held  that  where  a  charter  of  a 
society  provides  for  an  offense,  directs  the  mode  of  proceed- 
ing, and  authorizes  the  society,  on  conviction  of  a  member, 
to  expel  him,  this  expulsion,  if  the  proceedings  are  not 
irregular,  is  conclusive,  and  cannot  be  inquired  into  collater- 
ally by  mandamus,  action,  or  any  other  mode. 

It  is  like  an  award  made  by  a  tribunal  of  the  party's  own 
choosing,  for  he  became  a  member  under  and  subject  to  the 
articles  and  conditions  of  the  charter,  and,  of  course,  to  the 
provisions  on  this  subject  as  well  as  others.  The  society 
acts  judicially,  and  its  sentence  is  conclusive,  like  that  of 
any  other  judicial  tribunal.^  The  courts  entertain  a  juris- 
diction to  preserve  these  tribunals  in  the  line  of  order,  and 
to  correct  abuses;  but  they  do  not  inquire  into  the  merits 
of  what  has  passed  in  remjudicatcmi  in  a  regular  course  of 
proceedings.' 

But  it  seems,  in  view  of  the  generally  summary  character  of 

» Bartlett  vs.  Bartlett,  93  N.  W.  Board  of  Trade,  78  Mo.  App.  567; 

(Wis.)  473.  Ryan  vs.  Cudahy,  157  lU.  108;  Nel- 

•  2  Brews.  571 .  The  court  cited  the  son  vs.  Board  of  Trade,  58  HI.  App. 

following   authorities:    Commonw.  399. 

vs.  Pike  Benev.  Soc,  8  W.  &  S.  247;  *  Hutchinson   vs    Lawrence,    67 

The  White  and  Black  Smiths'  Soc.  How.Pr.39;SolomonvB.McKay,49 

vs.  Van  Dyke,  2  Whart.  309;  The  N.  Y.  Super.  Ct.  138;  People  ex  rel. 

Soc.  for  the  Visitation  of  the  Sick  vs.  Johnson  vs.   N.   Y.   Produce  Ex- 

The    Commonw.,  2  P.    F.    Smith  change,  149  N.  Y.  401;  Lewis  vs. 

(Pa.),  126  Wilson,  121  N.  Y.  284;  Pitcher  vs. 

» Otto  vs.  Tailor's  Union,  75  Cal.  Board  of  Trade,  121  111.  412;  Nelson 

309;    Albers    vs.    Merchants'    Ex-  vs.  Board  of  Trade,  58111.  App.  399; 

change,  138  Mo.  164;  Farmer  vs.  Otto  vs.  Tailors'  Union,  75  Cal.  308. 
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the  prooeedingSy  and  that  they  are  not  subject  to  review  by 
the  ordinary  process  of  appeal,  that  a  total  absence  of  evi- 
dence to  support  the  sentence  of  expulsion  should  have  the 
same  force  in  a  mandamus  proceeding,  as  an  absence  of 
jurisdiction  to  make  any  inquiry  at  all.^ 

The  case  of  Moxey's  Appeal,  decided  by  the  Supreme 
Court  of  Pennsylvania,  January,  1881,*  is  an  adjudication 
upon  this  subject. 

In  that  case  Moxey,  in  1875,  became  a  member  of  the 
Philadelphia  Stock  Exchange,  and  transacted  business  therein 
until  July  29,  1876.  At  or  about  this  time,  the  firm  of  B., 
M.  &  Co.,  of  which  the  plaintiff  was  a  member,  purchased  a 
large  number  of  shares  of  a  certain  company,  from  different 
members  of  the  Board.  Before  the  time  of  delivery,  however, 
Moxey  gave  written  notice  to  the  president  of  the  }x)ard  of 
their  insolvency,  under  Section  XI.  of  the  rules  of  the  associ- 
ation which  we  fully  quoted  before  (p.  86),  except  §  3,  para- 
graph 1,  which  is  as  follows :  "  If  any  suspended  member  fail 
to  settle  with  his  creditors,  and  apply  for  readmission  within 
one  year  from  the  time  of  his  suspension,  his  membership 
shall  be  disposed  of  by  the  Committee  on  Admissions,  and 
the  proceeds  paid  pro  rata  to  his  creditors  in  the  Exchange. 
The  Groveming  Committee  may,  by  a  vote  of  two  thirds 
of  the  members  present,  extend  the  time  for  settlement, 

'  People  ex  rel.  JohnBon  vs.  N.  Y.  Suspensioii  is  a  judicial  act  based 
Produce  Exchange,  149  N.  Y.  401 ;  on  something  which  calls  for  such 
Bishop  vs.  Cincinnati  Chamber  of  suspension.  Stack  vs.  O'Hara,  98 
Commerce,  5  Ohio  N.  P.  365.  Pa.  St.  232. 

The    expulsion    of    a    member,       'Week.  Notes  of  Cas.  440;  af- 
nominally  for  an  ofiFence  for  which  firming  s.  c.  «u6  notn.  Moxey  vs. 
such  punishment  is  proper,  but  in  Phila.    Stock   Exchange,    37   Leg. 
reality  for   an  offence  punishable  Int.  82. 
only  by  fine,  is  invalid.    Otto  vs. 
Tailors'  Union,  75  Cal.  308. 
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and  for  application  for  readmission,  of  sooh  suspended 
member." 

The  roles  allowed  a  suspended  member,  presenting  a  oer- 
tificate  of  discharge  under  the  United  States  Bankrupt  Laws, 
to  become  eligible,  providing  that  upon  a  ballot,  where  not 
less  than  fifty  votes  are  cast,  and  not  more  than  fifteen  black- 
balls appear  against  him,  he  may  be  reinstated ;  but  such  ap- 
plication shall  be  referred  to  a  standing  committee,  whose 
duty  it  shall  be  to  ascertain  that  the  applicant  has  settled 
and  arranged  his  affairs  to  the  satisfaction  of  his  creditors, 
and  that  his  present  situation  affords  a  reasonable  security  in 
future  transactions ;  and  unless,  and  until,  the  said  committee 
report  in  favor  of  readmitting  the  said  suspended  member, 
he  shall  be  held  to  be  still  in  default,  and  no  vote  to  restore 
him  to  his  seat  shall  be  had.  On  January  15,  1877,  plain- 
tiff went  into  voluntary  bankruptcy,  and  obtained  his  dis- 
charge on  December  21,  1877.  On  January  15, 1878,  he 
wrote  to  the  Secretary  of  the  Stock  Exchange  that  he  had 
obtained  his  discharge  in  bankruptcy,  and  he  received  an 
answer  that,  if  he  desired  to  apply  for  readmission  under 
the  rules  of  the  Stock  Exchange,  the  matter  would  be  im- 
mediately referred  to  the  standing  committee  and  be  inves- 
tigated. 

The  letter  also  notified  him  that,  as  more  than  a  year  had 
elapsed  since  his  susp)ension,  the  Exchange  considered  itself 
entitled  to  sell  his  seat  at  any  time.  No  notice  was  taken  of 
this  letter,  and  on  July  5, 1878,  plaintiff's  seat  was  sold,  on  de- 
mand of  his  creditors,  at  public  sale  of  the  board,  after  post- 
ing and  notice  in  accordance  with  the  rules.  At  the  time 
he  joined  the  Stock  Exchange  a  Gratuity  Fund  existed,  pay- 
able on  the  death  of  a  full  member  (whether  suspended  or 
not)  to  his  nominee,  widow,  child,  or  legal  representative. 
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On  November  15, 1877,  this  was  altered  so  that  any  sus- 
pended member  who  failed,  for  three  months,  to  pay  in  fall 
all  gratnity  dues  and  assessments  should  cease  to  be  a  full 
member  for  the  purposes  of  the  Gratuity  Fund.  Moxey  was 
notified  of  the  passage  of  this  provision,  but  failed  to  pay  his 
dues,  and  on  March  7, 1878,  was  notified  that  he  was  debarred 
from  participating  in  the  benefit  thereof. 

He  filed  a  bill  in  equity  against  the  Stock  Exchange,  al- 
leging  that  by  far  the  greater  part  of  the  indebtedness  of 
B.,  M.  &  Co.  was  merely  fictitious,  being  founded  upon  con- 
tracts for  the  sale  and  delivery  of  certificates  of  stock  which 
had  no  real  existence ;  that  they  constituted  gambling  trans- 
actions, and  that  the  payment  of  such  debts  would  be  in  vio- 
lation of  the  Bankrupt  Act. 

The  court  dismissed  the  bill,  holding  that,  irrespective  of 
the  alleged  gambling  transactions,  the  evidence  showed  a 
large  indebtedness,  which  plaintiff's  firm  was  unable  to  meet ; 
that  by  filing  his  petition  in  bankruptcy,  the  plaintiff  had  con- 
fessed his  insolvency,  and  that  he  had  not  shown  any  offer 
to  liquidate  his  indebtedness  or  arrange  with  his  creditors 
under  the  rules  of  the  Stock  Exchange ;  and  that  the  plain- 
tiff had  been  suspended  in  accordance  with  the  rules,  on  his 
own  confession  and  acts,  and  could  not  be  restored  except 
under  the  rules,  which  he  had  not  complied  with. 

Upon  appeal,  the  judgment  of  the  lower  court  dismiss- 
ing the  bill  was  sustained  ;  the  appellate  tribunal  holding 
that,  as  the  firm  of  which  the  plaintiff  was  a  member  bad 
admitted  their  inability  to  fulfil  their  contracts,  and,  under 
the  by-laws  of  the  Stock  Exchange,  plaintiff  was  immedi- 
ately suspended,  no  trial  was  necessary  in  such  a  case,  the 
member  having  pleaded  guilty.  That  the  bankruptcy  had 
the  same  effect.    The  court  could  see  nothing  unreason- 


94  Stock-brokers  and  Stock  Exchanges. 

able  in  the  rule  that  before  such  a  party  could  be  readmitted 
be  must  settle  with  his  creditors  who  are  members  of  the 
Exchange.  It  may  give  them  an  advantage  over  other 
creditors,  but  they  have  a  right  to  stipulate  for  it,  and  the 
appellant  was  a  party  assenting  to  the  law.  No  suggestion 
appears  to  have  been  made  that  the  assignee  in  bank- 
ruptcy, in  whom  all  the  assets  of  the  plaintiff  had  become 
vested,  was  the  proper  party  to  recover  any  money  or 
property  to  which  plaintiff  might  be  entitled ;  bat  the  case 
was  determined  upon  the  grounds  just  stated.^ 

^  See  also  in  this  connection,  maining  a  member  of  this  associar 
MacDowell  vs.  Ackley,  Supreme  Ct.  tion  while  at  the  same  time  he 
Pa.  8  Week.  Notes  of  Cas.  664.  A  repudiated  the  conditions  of  mem- 
similar  rule  was  held  reasonable  in  bership.  That  having  been  sus- 
Sexton  vs.  Commercial  Exchange,  pendcd  in  strict  conformity  with 
10  Pa.  Ct.  C.  607.  the  constitution  of  the  Exchange, 

As  to  when  an  allegation  that  a  and  having  had  an  opportunity  to 
contract,  in  respect  of  which  plain-  be  heard,  and  the  charge  having 
tift  was  suspended,  was  a  gambling  been  examined  by  the  proper  com- 
one,  will  not  avail,  see  Lewis  vs.  mittee,  his  suspension  was  valid. 
Wilson,  121  N.  Y.  281.  In  that  The  court  said:  "The  members  of 
case  it  was  expressly  urged  as  a  the  association  may,  if  they  so 
groimd  for  the  exercise  of  the  agree,  say  that  no  associate  shall 
equitable  power  of  the  court  to  remain  a  member  and  enjoy  the 
compel  restoration  to  membership  privileges  of  the  association  if  he 
that  the  contract  for  the  breach  of  refuses  to  comply  with  its  rules, 
which  the  member  was  suspended  It  may  be  true  that  the  committee, 
was  of  a  gambling  character  and  if  the  facts  had  been  presented  and 
illegal  and,  therefore,  its  violation  proved  as  there  claimed  by  the 
was  not  a  "breach  of  contract''  un-  plaintiff,  would  nevertheless  have 
der  the  rules  of  the  Exchange.  The  regarded  the  gambling  element  as 
court  ruled  against  the  point  and  no  excuse  to  the  plaintiff  for  not 
sustained  the  Consolidated  Stock  performing  his  contract.  But 
and  Petroleum  Exchange  of  New  whether  the  committee  shoiild  de- 
York  in  suspending  the  member,  cide  rightly  or  wrongly  does  not 
holding  that  whether  the  contract  change  the  attitude  of  the  plaintiff 
to  which  the  complaint  before  the  as  a  member  of  the  association,  or 
committee  related  was  valid  or  void  qualify  his  obligation  to  submit  to 
was  wholly  irrelevant,  and  that  the  the  decision  of  the  agreed  tribunal 
plaintiff  could  not  insist  upon  re-  under  pain  of  suspension.     .     .     , 
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When  a  rule  of  an  association  provided  that  '^any  mem- 
ber failing  to  pay  his  assessment  within  thirty  days  shall 
be  suspended/'  it  was  held  that  the  non-payment  of  an 
assessment  was  not  of  itself  a  suspension,  and  that  the 
association  should  take  some  affirmative  action  to  make 
such  suspension  valid.^ 

Finally,  upon  this  question,  it  should  be  stated  that,  in  all 
cases  in  which  a  member  is  proceeded  against  with  a  view 
to  his  expulsion,  it  is  necessary  that  the  proceedings  should 
be  conducted  in  accordance  with  the  constitution  and  by- 
laws of  the  association,^  and  that  he  should  be  duly  notified 
to  appear,  and  be  allowed  an  opportunity  to  explain  his  acts 
or  be  heard  in  his  defence,"  even  although  the  rules  of  the 

There  is  an  intimation  in  the  argu-  The  failure  on  his  part  to  request 

ment  of  the  plaintiff's  counsel  that  the  privilege  to  be  present  is  no 

the  Exchange  was  organized  as  a  answer  to  his  exclusion,  for  he  is 

cover  for  iUegal  trading.     If  this  not  legally  bound  to  ask  such  privi- 

was  the  truth  the  plaintiff  is  in  the  lege,  but  the  committee  taking  ac- 

pli^t  of  asking  the  court  to  exert  tion  upon  the  evidence  obtained,  is 

its  equitable  powers  to  reinstate  him  legally  bound  to  extend  and  secure 

as  a  member  of  this  iUegal  body."  the  opportimity  for  a  hearing  to 

'  Scheu  vs.  Grand  Lodge,  17  Fed.  him,  before  it   can   proceed  to  a 

214.  hearing  and   consideration  of  the 

'  People  vs.  Musical  Mutual  Pro-  case.    Loubat  vs.  Le  Roy,  40  Him, 

tective  Union,  118  N.  Y.  101.  546. 

'Ang.  &  Ames  on  Corps.  (11th  See,    however,    Blumenthal    vs. 

ed.)  i  420;  People  ex  rel.  Johnson  Cincinnati  Chamber  of  Commerce,  7 

vs.  N.  Y.  Produce  Exchange,  149  Wkly.  L.  Bull.  327;  8   Ohio    Dec. 

N.  Y.  401;  Hutchinson  vs.  Law-  Rep.  410,  where  it  was  held  that  the 

rence,  67  How.  Pr.  38;  Loubat  vs.  Le  Chamber  had  jurisdiction  to  try  and 

Roy,  15  Abb, N.C.I;  40  Him,  546;  indefinitely  suspend  a  member  for 

Lewis  vs.  Wilson,  121  N.  Y.  284;  unmercantile  conduct  although  he 

Kuehnemundt  vs.  Smith,  2  N.  Y.  had  not  received  any  notice  of  the 

Supp.  625;  Albers  vs.  Merchants'  charges  preferred  against  him.     A 

Exchange,  39  Mo.  App.  583;  People  preliminary  inquiry  into  charges  by 

vs.  San  Franciscus  Benev.  Soc,  24  a  committee  to  determine  whether 

How.  Pr.  (N.  Y.)  216;  Stack  vs.  charges  shall  be  preferred,  without 

O'Hara,  98  Pa.  St.  213;   Fritz  vs.  notice  to  the  member  concerned,  is 

Muck,  62  How.  Pr.  69.  not  improper^  since  such  prelimi- 
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association  do  not  so  provide.^  In  other  words,  there  mnst 
be  a  charge  made  against  him  sufficient  in  form  to  fairly  in- 
form the  member  of  what  he  is  charged;^  he  should  be  noti- 
fied of  the  charge  and  a  time  set  for  its  hearing,  not  too 
limited  to  prevent  the  accused  from  properly  collecting  his 
proofs  and  producing  his  witnesses ;  and  the  hearing  or  trial 
of  the  charge  should  include  the  right  to  examine  his  own 
witnesses  and  cross-examine  those  against  him,  and  to  pre- 
sent such  suggestions  as  he  may  deem  proper.' 

nary  inquiry  is  not  a  trial.  Green  quired  by  the  by-laws,  and  his  sub- 
V8.  Board  of  Trade,  174  111.  585 .  sequent  conduct  before  the  board 
*  Fritz  vs.  Muck,  62  How.  Pr.  69.  of  directors  does  not  amount  to  a 
'Hutchinson  vs.  Lawrence,  67  waiver  of  the  defective  procedure, 
How.  Pr.  38,  at  p.  52;  People  ex  rel.  his  expulsion  is  illegal.  People  vs. 
Johnson  vs.  N.  Y.  Produce  Ex-  Musical  Mutual  Protective  Union, 
change,  149  N.  Y.  401;  In  re  Haeb-  118  N.  Y.  101. 
ler  vs.  N.  Y.  Produce  Exchange,  149  *  Hutchinson  vs.  Lawrence,  67 
N.  Y.  414;  Cannon  vs.  Toronto  Com  How.  Pr.  38,  where  it  was  held  that 
Exchange,  5  Ont.  App.  268.  To  a  re-examination  of  complainant  in 
require  technical  precision  in  com-  the  defendant's  absence,  and  the 
plaints  of  this  character,  drawn  by  taking  of  additional  testimony,  with- 
merchants  or  business  men,  and  to  out  opportunity  of  cross-examina- 
apply  to  them  the  strict  rules  of  tion,  were  improper.  The  conclu- 
pleading  in  an  action  in  a  court  of  sions  reached  in  this  case  are  not 
law,  would  greatly  embarrass  and  entirely  satisfactory,  because  it  did 
many  times  defeat  the  disciplinary  not  appear  that  the  expelled  mem- 
regulations  of  such  associations,  ber  had  requested  to  be  present  and 
People  ex  rel.  Johnson  vs.  N.  Y.  cross-examine  the  witnesses  or  that 
Produce  Exchange,  supra.  And  the  usages  of  the  Exchange  had 
even  if  a  complaint  be  objectionably  established  any  such  practice, 
vague  and  indefinite,  an  appearance  Moreover  the  cases  relied  upon  by 
by  the  accused  without  objection  the  learned  judge  were  of  a  class 
to  its  sufficiency  and  a  trial  of  the  wh4}re  the  party  expeUed  had  been  re- 
case  upon  its  merits,  renders  it  fiLsed  a  hearing ,  or  had  requested  to  be 
sufficient  and  objections  thereon  on  further  heard,  which  was  not  the 
that  account  must  be  regarded  as  fact  in  the  Hutchinson  case, 
waived.  In  re  Haebler  vs.  N.  Y.  Kuehnemundt  vs.  Smith,  2  N.  Y. 
Produce  Exchange,  149  N.  Y.  414.  Supp.  625;  Loubat  vs.  Le  Roy,  40 
But  if  a  copy  of  the  charges  are  not  Hun,  546.  The  right  to  cross- 
served  upon    the    member  as  re-  examine   opposing  witnesses  may 
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These  requirements  having  been  met  and  the  offense  be- 
ing one  of  which  the  committee  has  jurisdiction,  a  mem- 
ber, by  not  making  his  defences  then  and  there,  is  held  to 
have  waived  them.^  It  has  been  intimated '  that  on  such 
a  trial  the  accused  member  is  entitled  to  be  represented  by 
counsel,  and  Chief  Justice  Shaw  in  an  early  case,'  review- 
ing the  action  of  the  board  of  trustees  of  a  corporation, 
held  that  to  make  binding  the  decision  of  any  tribunal  act- 
ing judicially  upon  the  rights  of  others,  there  should  be 
substantially  (1)  a  monition  or  citation  to  him  to  appear ; 
(2)  a  charge  given  him  to  which  he  is  to  answer ;  (3)  a  com- 
petent time  assigned  for  his  proofs  and  answers ;  (4)  liberty 
of  counsel  to  defend  his  case,  and  (5)  a  solemn  sentence  af- 
ter hearing  the  proofs  and  answers.  It  has  been  held,  how- 
ever,* that  a  bj'-law  providing  that  "  in  investigations  before 

be  waived  by  neglect  to  claim  it  at  not  raised  by  the  pleadings,  and 

the    proper    time.    Kuehnemundt  (Neukirch   vs.  Kepplcr,  56  A.  D. 

vs.  Smith,  supra.  230)  because  plaintiff  had  not  asked 

*  Bishop  vs.  Cincinnati  Chamber  for  counsel. 

of  Commerce,  5  Ohio  N.  P.  365.       *  Green  vs.  Board  of  Trade,  174 

See  also  State  vs.  Id.,  4  Ohio  N.  P.  HI.   585.    A  by-law  of   the   Mer- 

244;  Lewis  vs.  Wilson,  121  N.Y.  284.  chants'  Exchange  of  St.  Louis  pro- 

'  By  Barrett,  J.,  in  Gebhard  vs.  vided  that  in  investigations  before 

N.  Y.  Club,  21  Abb.  N.  C.  248,  at  the  board,  either  party  should  be 

p.  252.    In  Hutchinson  vs.  Law-  allowed  to   be    represented   by   a 

rence,  67  How.  Pr.  38,  it  appeared  member,     either     as     professional 

tiiat  at  a  meeting  of  the  governing  counsel  or  as  a  friend.     It  was  held 

committee  of  the  Stock  Exchange,  in  Albers  vs.  Merchants*  Exchange 

preliminary    to     hearing     charges  of  St.  Louis,  138  Mo.  163,  that  the 

against  the  plaintiff,  a  motion  on  board  might  be  advised  by  their 

behalf  of  the  latter  to  be  defended  counsel  as  to  the  legality  of  a  by- 

by  counsel  was  defeated.  law  under  which  plaintiff  was  sus- 

•  Murdock  vs.  Phillips'  Academy,  pendcd  even  though  such  counsel 
29  Mass.  263.  In  Young  vs.  Eames,  was  a  member  of  the  board.  The 
78  A.  D.  (N.  Y.)  229,  plaintiff. ob-  principle  of  trial  by  jury  is  in  no 
jected  that  he  had  no  counsel,  and  way  applicable  to  such  trial.  Peo- 
the  court  held  that  such  objection  pie  ex  rel.  Thacher  vs.  Commercial 
could  not  be  considered  as  it  was  Assn.,  18  Abb.  Pr.  271. 

7 
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the  board  of  directors  or  any  committee  of  the  association, 
no  party  shall  be  allowed  to  be  represented  by  professional 
counsel,"  was  not  against  public  policy  or  unreasonable. 
The  rules,  the  court  said  in  that  case,  ^^  provide  a  tribunal 
and  procedure,  voluntarily  chosen  to  determine  questions 
arising  between  the  association  and  ,its  members,  to  which 
the  members  assented  on  being  admitted."  In  fine,  he 
should  be  allowed  a  full  and  fair  opportunity  of  defending 
himself.^ 

The  fact  that  the  charges  are  preferred  by  a  member  of 
the  committee  which  is  to  try  the  same  is  not  a  cause  for 
interference  by  injunction  to  prevent  the  trial.' 

This  question  of  notice  was  considered  by  the  Court 
of  Appeals  of  New  York,  in  Wachtel  vs.  Noah  Wid- 
ows and  Orphan's  Benevolent  Society;^  and  it  was  held 
that  an  association  whose  members  become  entitled  to  priv- 
ileges or  rights  of  property  therein  cannot  exercise  its 
powers  of  expulsion  without  notice  to  the  party  charged  or 
without  giving  him  an  opportunity  to  be  heard ;  and  that 
where  the  charter  of  a  beneficiary  association  provided  that 
the  secretary  should  give  to  a  member  who  is  six  months  in 

^  And  the  accused  member  \a  not  That  the  charges  on  which  amem- 
merely  entitled  to  be  present  at  the  ber  has  been  suspended  after  due 
taking  of  the  evidence  but  also  at  notice  and  a  fair  trial  were  preferred 
the  rendition  of  the  judgment,  by  an  employee  not  a  member  of 
Loubat  vs.  Lc  Roy,  40  Hun,  556.   the  Exchange,  will  not  invalidate 

'Green  vs.  Board  of  Trade,  174  the  proceeding.  Albers  vs.  Mer- 
ni.  585.  The  presumption  cannot  chant's  Exchange,  39  Mo.  App. 
be  entertained  that  the  board  would   583. 

not  give  the  member  a  fair  trial.  '84N.  Y.28.  For  other  cases  re- 
Ibid.  See  also  Jackson  vs.  South  lating  to  power  of  imincorporated 
Omaha  Live  Stock  Exchange,  49  associations  to  expel  a  member,  see 
Neb.  687,  and  compare  Temple  vs.  preceding  subdivision,  p.  59  ;  Foster 
Toronto  Stock  Exchange,  8  Ont.  vs.  Harrison,  Week.  Notes  of  Gas. 
705  171. 
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arrear  a  written  notice  of  the  fact,  and  that  ^^  he  shall  be 
stricken  from  the  roll  if  he  does  not  pay  his  dues  within 
thirty  days,"  a  notice  was  essential  to  deprive  the  member 
in  arrears,  or  his  representative  after  his  death,  of  the  bene- 
fits of  membership  in  the  society ;  and  that  the  fact  that 
the  member  bad  changed  his  place  of  residence,  without 
notifying  the  society,  was  not  an  excuse  for  a  failure  to 
serve  a  notice  upon  him,  especially  when  there  was  a  spe- 
cific penalty  imposed  in  the  by-laws  of  the  society  upon  a 
member  changing  his  residence  without  giving  notice.' 

In  the  celebrated  case  of  Labouchere  vs.  Earl  of  "Wharn- 
diffe'  several  important  questions  relative  to  the  expulsion 
of  members  of  voluntary  associations  were  considered.  One 
of  the  rules  of  the  club,  of  which  plaintiff  was  a  member, 
provided  that  ^'  in  case  the  conduct  of  any  member,  either 
in  or  out  of  the  club,  shall,  in  the  opinion  of  the  committee, 
after  inquiry,  be  injurious  to  the  welfare  and  interests  of 
the  club,  the  committee  shall  call  on  him  to  resign." 

The  court  held  that  the  words  "  after  inquiry "  did  not 
mean  that  the  committee  might  take  up  a  newspaper,  see 
in  it  that  Mr.  A.  B.  has  written  an  objectionable  letter,  or 
has  been  brought  up  at  a  police-court  for  druqj^enness,  and 
then  expel  him ;  but  that  the  inquiry  should  be  a  fair  one 
into  the  truth  of  the  alleged  facts.  That  where  the  con- 
duct of  a  member  is  impugned,  such  conduct  should  be 
inquired  into ;  and  the  committee  maMng  the  inquiry  ought 
to  see  what  excuse  or  reason  the  accused  member  can  give 
for  it,  and  they  ought  to  give  him  notice  that  his  conduct  is 

'  See  a]so  Bartlett  vs.  Med.  Soc.,  Consult  also  Olery  vs.  Brown,  51 

32  N.  Y.  187;  Commonw.  vs.  Penns.  How.  Pr.  92. 

B«iev.  Soc.,  2  S.  A  Rawle,   141;  "L.  R.  13  Ch.  Div.  346 
Innes  vs.  Wyfie,  1  C.  <&  K.  257. 
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about  to  be  investigated,  and  afford  him  an  opportunity  of 
stating  bis  case  to  them.  And  the  notice  should  not  be 
ambiguous,  but  should  clearly  inform  the  member  that  his 
conduct  was  to  be  investigated.  At  a  special  meeting  of 
the  committee,  held  on  the  16th  of  October,  1879,  it  was 
resolved  that  the  plaintiff  be  called  upon  to  resign  in  ac- 
cordance with  the  above  rule.  This  he  refused  to  do. 
Eule  31  of  the  club  provided  that  the  committee  should, 
at  any  time,  have  power  to  call  a  general  meeting  on  giv- 
ing a  fortnight's  notice.  On  the  evening  of  the  31st  of 
October  an  adjourned  meeting  of  the  committee  was  held, 
which  continued  in  session  into  the  following  morning ;  at 
which  meeting  it  was  resolved  to  call  a  general  meeting  of 
the  club  to  consider  the  expulsion  of  the  plaintiff.  Notice 
was  posted  in  the  club-house  at  3.  a.  m.  of  the  same  morn- 
ing, the  1st  of  November,  calling  such  a  meeting  to  be  held 
on  the  14th  of  November ;  and,  in  the  course  of  the  1st  of 
November,  notices  were  mailed  to  the  members  of  the  club. 
According  to  the  statement  of  the  secretary  of  the  club, 
the  notice  posted  in  the  club-house  at  3  a.  m.  on  the  morn- 
ing of  the  1st  of  November  would  be  reckoned,  having  re- 
gard to  the^ustora  of  the  club,  as  being  done  on  the  31st 
of  October,  on  which  day  the  notice  was  dated.  On  the 
14th  of  November  the  general  meeting  of  the  club  was 
held.  There  were  one  hundred  and  seventeen  members 
present,  all  of  whom  voted,  except  the  plaintiff  and  one 
other;  of  whom  seventy-seven  voted  for  the  committee, 
and  thirty-eight  for  the  plaintiff.  The  plaintiff  was  present, 
addressed  the  meeting,  and  protested  against  his  expulsion  ; 
but  made  no  objection  to  the  proceedings  on  the  score  of 
irregularity  or  the  insufficiency  of  the  notice. 

In  respect  to  the  sufficiency  of  the  notice,  the  court  held 
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that,  the  notice  having  been  first  posted  on  the  Ist  of  Novem- 
ber,  it  was  not  a  f ortnightX  notice,  and  that,  therefore,  the 
meeting  was  irregularly  called,  '  .That  a  fortnight  had  a 
definite  legal  meaning,  and  was  not  affected  by  the  secre- 
tary's  notion  of  the  club-day.  It  was  further  held  jAx^i 
the  plaintiff  had  not  waived  the  irregularity  by  addressiiig: 
the  meeting ;  that  the  plaintiff  had  said  that  he  protested 
against  his  expulsion,  and  that  was  sufficient.  In  respect 
to  whether  plaintiff  had  been  expelled  by  a  two-thirds  vote 
of  "those  present,"  the  court  said:  "  The  rule  of  the  club 
was  to  the  effect  that,  in  the  event  of  a  member  refusing 
to  I'esign,  a  general  meeting  of  members  should  be  called, 
at  which  it  should  be  competent  for  two  thirds  of  ^  those 
present '  to  expel  him.  Now,  Mr.  Labouchere  has  stated 
that  there  were  one  hundred  and  seventeen  persons  present, 
of  whom  one  hundred  and  fifteen  voted ;  that  he  himself 
was  present,  but  did  not  vote ;  and  that  the  number  who 
voted  for  his  expulsion  was  seventy-seven.  It  is  clear, 
therefore,  that  if  there  were  one  hundred  and  seventeen 
persons  present,  seventy-seven  were  not  two  thirds  of 
the  number.  The  expulsion  was,  therefore,  irregularly 
made. 

"  When  a  resolution  is  put  to  a  meeting,  the  persons  pres- 
ent may  take  one  of  these  conrses :  they  may  vote  for  or 
against  it ;  or,  not  wishing  to  express  a  positive  opinion  on 
the  question,  refrain  from  voting  at  all.  This  being  so,  those 
who  do  not  vote  may,  by  not  doing  so,  turn  the  scale  in  fa- 
vor of  the  accused  member  of  the  club.  It  was,  therefore, 
the  duty  of  the  secretary  to  ascertain,  first,  how  many 
persons  were  present  when  the  question  was  put,  and, 
secondly,  how  many  of  those  present  had  voted  for  the 
resolution ;  but  no  such  course  has  been  adopted  in  this 


•  •     • 
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instance.  It  appears  to  me,  then,  that  this  also  is  a  fatal 
objection."*  .    •.•*,  V\ 

So,  in  Fisher  Y'S-Z^s^'e^  Icr  An  action  against  the  Trastees 
atid  Coinnn£te0VC)f  Ahe  Army  and  Kavy  Club,  asking  for  a 
/d£«l^t;iOn  fnat  a  resolution  purporting  to  expel  the  plain- 
.*•.  life m)m  membership  in  the  Army  and  Navy  Club  was  null 
and  void,  Jessel,  M.  R.,  construed  the  rule  under  which  the 
plaintiff  was  expelled,  and  held  that  the  action  of  the  com- 
mittee was  irregular,  and,  further,  decided  that  a  committee 
of  a  club,  acting  under  its  rules,  is  bound  to  act  according 
to  the  ordinary  principles  of  justice,  and  cannot  convict 
a  man  of  a  grave  offence,  warranting  his  expulsion,  with- 
out fair,  adequate,  and  sufficient  notice,  and  an  opportunity 
of  meeting  the  accusations  brought  against  him ;  he  should 
be  given  an  opportunity  of  either  defending  himself  or  pal- 
liating his  conduct. 

The  question  also  came  up  in  New  Jersey,  in  the  case 
Sibley  vs.  Carteret  Club  of  Elizabeth.'  In  that  case  the  club 
was  incorporated,  and  possessed  power,  in  virtue  of  its  char- 
ter, to  make  regulations  and  by-laws  for  the  admission,  sus- 
pension, and  expulsion  of  members.    Under  one  of  the 

sections  of  the  constitution  it  was  provided  that,  if  a  member 
remained  in  default  of  his  indebtedness  after  fifteen  days 
of  posting,  he  should  forfeit  his  membership  in  the  club,  etc. 

*  Where  a  two-thirda  vote  of  a  eighteen  members,  of  whom  four- 
committee  consisting  of  twenty-  teen  voted  for  the  expulsion,  the 
four  members  is  expressly  required  other  fo\ir  being  opposed  to  it,  it 
to  expel,  only  an  affirmative  vote  of  was  held  that  the  expulsion  was 
two  thirds  of  the  full  committee  irregular,  as  sixteen  of  the  members 
will  suffice,  and  therefore,  when  at  should  have  voted  therefor.  Lou- 
the  time  of  the  expulsion  proceed-  bat  vs.  Le  Roy,  40  Hun,  546. 
ings  the  committee  had  become  re-  '  41  L.  T.  335;  s.  c.  L.  R.  11  Ch. 
duced  to  twenty  members,  of  whom  Div.  353;  49  L.  J.  Ch.  11. 
there  were  present  at  the  meeting  •  40  N.  J.  L.  Rep.  296. 
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The  Board  of  Managers,  upon  failure  of  the  relator  to  pay 
after  posting,  resolved  that  he  ceased  to  be  a  membw ; 
whereupon  the  relator  sued  out  a  writ  of  mandamus,  com« 
manding  them  to  cause  his  name  to  be  replaced  upon  the 
roll  of  members.  The  writ  was  granted,  the  court  holding 
that  there  could  be  no  forfeiture  by  a  mere  failure  to  pay 
dues,  unless  there  was  a  determination  of  that  fact  by  the 
Board  of  Managers,  upon  notice  to  the  member  charged ; 
that  the  right  of  membership  in  a  club  is  one  which  the 
courts  will  protect;  and  that  an  irregular  removal  will 
warrant  the  use  of  the  writ  of  mandamus  to  effect  a  resto- 
ration of  the  expelled  member  to  his  rights.^ 

And  a  contract  made  between  a  Broker  and  his  Client, 
that  if  the  former  would  refuse  to  appear  before  the  Ar- 
bitration Committee  and  suffer  suspension,  the  latter  would 
reimburse  him  for  all  losses  incident  to  giving  up  his  busi- 
ness, is  good,  and  damages  may  be  recovered  for  its  breach.^ 

A  club  cannot  recover  dues  from  a  member  during  his 
suspension  from  the  club,  xmless  the  by-laws  to  which  the 
member  has  subscribed  contain  an  express  or  implied  con- 
tract to  pay  dues  during  suspension.^  And  it  seems  that 
where  the  by-laws  of  a  club  provide  that  a  member  may  be 
expelled  for  not  paying  his  dues  or  indebtedness,  the  ex- 
pulsion of  the  member  is  an  election  as  to  remedies,  and, 

^  40  N.  J.  L.  Rep.  295.    In  N.  Y.  decreeing  a  forfeiture  of  the  right  of 

Protective     Association    vs.     Mc-  members  in  property  of  a  local  as- 

Grath  (23  N.  Y.  St.  Rep.  209),  a  sembly  without  judicial  process  was 

by-law  of  an  incorporated  associa-  held  void.    To  same  effect  is  Austin 

Hon  was  held  to  be  void  because  it  vs.  Searing,  16  N.  Y.  112. 

provided  that  on  the  expulsion  of  a  '  White  vs.  Baxter,  71  N.  Y.  264, 

local  assembly,  all  of  its  members  aff'g  9  J.  &  S.  (N.  Y.  Superior  Ct. 

should  be  deemed  to  have  vohm-  Rep.)  358. 

tarily  withdrawn,  and  in  Wicks  vs.  '  The  Carteret  Club  vs.  Florence, 

Monihan  (54  Hun,  614),  a  by-law  3  N.  J.  L.  Jour.  (1880)  208. 
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after  expulsion  takes  place,  action  will  only  lie  where  he  has 
received  some  consideration  after  his  suspension  or  expul- 
sion.* 

But  before  a  member  of  a  corporation  or  an  unincorpo- 
rated association  can  appeal  to  the  courts,  it  must  appear 
that  he  has  exhausted  all  of  the  remedies  provided  for  by 
the  constitution  and  by-laws  of  the  association. 

^he  question  arose  in  White  vs.  Brownell,^  as  to  an  unin- 
corporated association,  viz..  The  New  York  Stock  Exchange, 
and  the  court  held  that,  before  it  would  examine  into  any 
proceedings  of  the  committee  of  the  Stock  Exchange,  it 
must  appear  that  the  plaintiff  had  exhausted  all  of  the 
remedies  provided  for  in  the  constitution  and  by-laws,  the 
court  saying :  "  The  by-law  having  provided  a  mode  for  re- 
viewing and  correcting  any  error  or  injustice  on  the  part  of 
the  committee  on  membership,  in  reporting  to  the  president 
that  the  plaintiff  was  in  default  he  was  bound  to  avail  him- 
self of  the  remedy  provided  by  the  constitution  and  by-laws 
of  the  body  of  which  he  had  become  a  member,  before  he 
can  ask  a  court  of  equity  to  investigate  a  proceeding  not 
necessarily  final  in  the  body  itself,  but  which  was  there 
subject  to  review,  and  might  be  annulled  by  the  action  of  a 
committee  expressly  clothed  with  authority  to  investigate 
it  (Carlen  vs.  Drury,  1  Vesey  &  B.  154)."  * 

^  The  Carteret  Club  vs.  Florence,  exhausted  his  remedies  in  the  asso- 

3  N.  J.  L.  J.  208.  ciation,  and  his  appeal  to  the  courts 

*  4  Abb.  Pr.  (n.  s.)  162.  was    upheld.     Gebhard    vs.    New 

» Id.  199;  Lafond  vs.  Deems,  81  York  Club,   21    Abb.   N.   C.   248; 

N.  Y.  507;  see  also  Soc.  for  Visita-  Baum  vs.  N.  Y.  Cotton  Exchange, 

tion  of  Sick  vs.  Commonw.  ex  rcl.  21  Abb.  N.  C.  253;  Lewis  vs.  Wilson, 

Meyer,  52  Pa.  St.  125;  Strempel  vs.  2  N.  Y.  Supp.  806,  aff'd  in  121  N.  Y. 

Rubins,  21  N.  Y,  St.  Rep.  483.     In  284;  Loubat  vs.  Le  Roy,  40  Hun, 

Olerj'  vs.  Brown,  51  How.  Pr.  (N.  549. 
Y.)  92,  it  appeared  that  plaintiff  had 
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He  is  not,  however,  obliged  to  follow  the  possible  relief 
under  a  by-law  which  provides,  not  for  an  appeal  from  the 
trial  body,  but  for  a  rehearing  by  that  body  itself.  The 
probability  in  that  case,  of  favorable  reconsideration,  is  so 
sUght,  that  the  court  will  not  compel  a  member  to  seek  it 
before  applying  to  the  courts.* 

And  if  he  has  been  unlawfully  expelled,  it  has  been  held 
that  he  is  not  obliged,  before  resorting  to  mandamus,  to  ex- 
haost  the  means  for  reinstatement  provided  by  a  by-law 
authorizing  the  society  to  reinstate  one  expelled,  by  a  two- 
thirds  majority  of  all  members  present,  after  having  paid 
all  dues  and  fines,  and  an  extra  fine  of  fifty  dollars,  and 
after  having  passed  the  examination  required  for  original 
membership,  as  the  by-law  related  to  cases  of  lawful  ex- 
pulsion, and  where  the  appeal  was  to  the  discretionary 
power  of  the  society.' 

But  the  courts  will  not  review  and  set  aside  proceedings 
of  a  society,  taken  under  the  authority  of  its  articles  of  as- 
sociation assented  to  by  its  members,  for  the  expulsion  of  a 
member  upon  notice  of  charges  presented,  and  a  hearing  ac- 
cording to  the  by-laws,  either  because  the  charges  were  in- 
safBcient  or  the  proceedings  irregular,  unless  injustice  has 
been  done,  which  the  party  charged,  tried,  and  expelled 
could  not  have  objected  to  in  the  society  or  committee 
meeting. 

Proceedings  to  expel  a  member  under  charges  presented, 
notice  given,  and  a  hearing  afforded,  in  conformity  with 
articles  of  association  agreed  to  by  all  the  members,  are  to 
be  considered  without  too  much  regard  to  any  technicali- 


^  Loubat  VB.  Le  Roy,  40  Hun,       '  People  vs.  Musical  Mutual  Pro- 
546  tective  Union,  118  N.  Y.  101 
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ties.  Substantial  justice  is  to  be  followed  rather  than 
form.* 

So,  where  a  committee  of  a  club  have  power  to  expel 
any  member  whose  conduct  is,  in  their  opinion,  injurious  to 
the  interests  of  the  club,  and  they  exercise  this  power,  all 
that  is  required  is  that  the  committee  should  form  their 
opinion  in  a  hona  fide  way,  and  the  question  whether  their 
opinion  is  just  or  unjust  is  immaterial.  The  court  will  not 
interfere  with  the  authority  of  the  committee  unless  it  ap- 
pear that  their  decision  has  been  arrived  at  dishonestly,  or 
through  caprice  or  improper  motives.'  But  if  the  managers 
of  a  corporation  exceed  their  authority,  and  their  decision 
therefore  cannot  be  enforced,  a  payment  made  in  pursuance 
of  such  decision,  cannot  be  recovered.  Accordingly,  when 
a  by-law  of  the  New  York  Coffee  Exchange  provided  for  a 
member's  suspension  on  his  insolvency,  and  the  managers 
proceeded  to  settle  a  dispute  between  members  by  declaring 
that  one  of  them,  who  was  solvent,  was  in  default  on  his 
contracts,  if  such  solvent  member  makes  a  payment  to  the 
other,  under  the  ruling  of  the  managers,  he  does  not  do  so 
under  duress,  as  the  decision  could  not  be  enforced  by  his 
suspension,  and  he  cannot  recover  back  the  money  so  paid.' 

In  respect  to  the  form  of  the  remedy  which  a  member  of 
one  of  these  associations  should  adopt  to  prevent  an  inter- 

'  People  ex  rel.  Johnson  vs.  N.  Y.  ter,  5  Eq.  L.  R.  63-66;  Lyttleton  vb. 

Produce  Exchange,  149  N.  Y.  401,  Blackburn,  33  L.T.  Reps.  641.    But 

at  p.  413;  Albers  vs.  Merchants'  see    Evans    vs.    Fhila.    Club,    14 

Exchange  of  St.  Louis,  39  Mo.  App.  Wright  (Pa.),  107.    The  jurors  pro- 

583,  at  p.  587;  State  vs.  Cincinnati  ^'ided  by  the  organic  law  are  not  to 

Chamber  of  Commerce,    4  Ohio  N.  be  lightly  set  aside.     Gebhard  vs. 

P.  244;  People  vs.  The  St.  George's  New  York  Qub,  21  Abb.  N.  C.  248, 

Boc.  of  Detroit,  28  Mich.  261.  at  p.  251. 

'Gardnervs.  Fremantle,  19  W.  R.  *  Sawyer  vs.  Gruner,   17  N.   Y. 

256;  Hopkinson  vs.  Marquis  of  Exe-  Supp.  465 
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f erenoe  with  his  membership  or  with  his  rights  in  the  body, 
the  question  seems  to  have  been  generally  raised  by  in j  mic- 
tion. In  the  case  of  Leech  vs.  Harris,^  where  the  plaintifF 
had  prayed  for  an  injunction  to  restrain  the  Board  of 
Brokers  from  acting  on  a  report  of  a  committee  by  which  he 
would  be  expelled,  the  defendants  contended  that  the  plain- 
tiff's action  was  premature,  and  ^^  that  the  board  must  first 
decide  whether  the  case  was  within  its  jarisdiction  before 
a  court  can  interfere."  The  court,  upon  this  point,  said : 
^  But  whether  this  be  so  or  not,  equity  prevents  mischief. 
It  does  not  wait  until  it  is  consummated.  It  does  not  even 
measure  the  paces  by  which  it  advances.  It  meets  it  at  the 
threshold,  and  seeks  to  prevent  a  meditated  wrong  more 
often  than  to  redress  an  injury  already  done.  Courts  of 
equity  constantly  decline  to  lay  down  any  rule  which  shall 
limit  their  power  and  discretion  as  to  the  particular  cases 
in  which  special  injunctions  shall  be  granted  or  withheld 
(2  Story's  Eq.  Juris.  §§  862,  959  b)." ' 


'  2  BreivB.  (Pa.)  571.  jtinction  was  denied  on  the  merits, 

'To  same  effect,  PoweU  vs.  Ab-  but  not  on  the  ground  that  the  rem- 

bott,  9  Week.  Notes  of  Cas.  231.  edy  invoked  was  improper;  Sonne* 

liowry  vs.  Reed,  3  Brews.  (Pa.)  452.  bom  vs.   Lavarello,   2  Hun,   201; 

An  injunction  pendente  lite  restrain-  Rorke  vs.  Russell,  2  Lans.  (X.  Y.) 

ing  the  Exchange  from  asserting  a  244;  Sewell  vs.  Ives,  N.  Y.  Daily 

resolution  of  expulsion  against  the  Reg.  Feb.  11, 1879;  Lewis  vs.  Wilson 

expelled  member,  was  granted  in  121   N.  Y.  284;  Moxey's  App.,  9 

Hutchinson  vs.  Lawrence,  67  How.  Week.  Notes  of  Cas.  440,  affirming 

Pr.  38.     But  see,  in  this  connection,  s.  c.  sub  nom.  Moxey  vs.  Phila.  Stock 

Rorke  vs.  Russell,  2  Lans.  (N.  Y.)  Exchange,  37  Leg.  Int.  82,  and  in 

244.     See  also,  as  to  general  power  Baum  vs.  N.  Y.  Cotton  Exchange, 

of  court  to  interfere  by  injunction  in  21  Abb.  N.  C.  253,  an  injunction 

cases  of  unincorporated  associations  against  the  defendant,  a  corporation, 

like  clubs,   Joyce  on  Injunctions,  was  denied  on  the  merits.    Sec  also 

748,  751;  Heath  vs.  Prest.  of  the  Cannon  vs.  Toronto  Stock  Exchange 

Gold  Exchange,  7  Ab.  Pr.  (n.  s.)  5  Ont.  App.  268;  Kuehnemundt  vs. 

251.    In  the  following  cases  the  in-  Smith,  2  N.  Y.  Supp.  625     But  in 


108  Stoek-brokers  aud  Stoek  Exchanges. 

And  in  a  recent  case  in  Wisconsin  the  Milwaukee  City 
Chamber  of  Commerce  was  temporarily  enjoined  from  sus- 
pending or  expelling  plaintiffs,  on  the  ground  that  their 
complaint  stated  good  grounds  of  relief,  and  as  there  was 
a  probability  that  complainants  were  entitled  to  a  perma- 
nent injunction,  they  were  entitled  as  a  matter  of  right  to 
a.  temporary  injunction,  as,  if  the  Chamber  of  Commerce 
were  allowed  to  do  the  mischief  threatened,  it  was  reason- 
ably certain  that  the,  object  of  the  suit  would  be  in  a  great 

Massachusetts  it  has  been  held  that  in  the  case  of  a  certificate  of  mem- 
where  the  charter  of  a  corporation  bership  the  value  of  the  right  of 
gives  it  power  to  suspend  or  expel  which  it  is  evidence  of  title,  without 
members,  there  was  conferred  upon  interest.  Olds  vs.  Chicago  Bd.  of 
the  corporation  a  special  and  limited  Trade,  33  111.  App.  445.  Or  may 
judicial  power,  and  that  a  court  of  recover  damages  for  any  wrong  to 
chancery  could  not  interfere  with  its  him  consequent  upon  the  wrongful 
action  in  the  contemplated  expulsion  expulsion.  Burt  vs.  Grand  Lodge, 
of  a  member.  Grigg  vs.  Medical  66' Mich.  87.  A  mandamus  against 
Society,  111  Mass.  185.  an  unincorporated  association  was 

In  Fritz  vs.  Muck,  62  How.  Pr.  granted  in  the  case  of  Otto  vs. 
69,  Merwin,  J.,  said:  "Cases  are  Tailors' Union,  75  Cal.  308. 
cited  showing  that  the  proper  rem-  In  Illinois  it  has  been  held  that  in- 
edy  is  by  mandamus  where  parties  junction  is  a  preventive,  and  not  an 
seek  restoration  to  the  membership  affirmative,  remedy  and,  therefore, 
of  a  corporation,  but  this  does  not,  I  a  court  of  chancery  cannot  by  in- 
think,  apply  to  an  unincorporated  junction  restore  an  improperly  ex- 
association  (see  White  vs.  Brownell,  pelled  member  to  membership. 
2  Daly,  329, 358).  Here  if  the  party  Fisher  vs.  Bd.  of  Trade,  80  111.  85; 
has  any  remedy  it  is  by  suit,"  and  Baxter  vs.  Bd.  of  Trade,  83  111.  146. 
he  held  that  plaintiff  was  entitled  to  Nor  can  injunction  issue  to  restrain 
a  judgment  declaring  his  expulsion  a  threatened  expulsion.  Sturges 
invalid  and  restoring  him  to  all  his  vs.  Board  of  Trade,  86  111.  441,  or 
rights  as  a  member.  where  the  expulsion  has  been  le- 

The  expelled  member  may,  after  gaily  effected.  Pitcher  vs.  Board  of 
the  expulsion  has  been  declared  Trade,  121  111.  412.  And  see  Rex 
void,  recover  the  value  of  his  seat,  vs.  Richardson,  1  Burr.  539;  Mur- 
in  an  action  of  conversion,  if  the  dock  vs.  Phillips  Academy,  12  Pick. 
Exchange  has  sold  it  and  retained  (Mass.)  244;  Beach  on  Injunctions, 
the  proceeds.  Sewell  vs.  Ives,  61  p.  1362;  Spelling  on  Injunctions. 
How.  Pr.  54;  Cecil  vb.  Sinmions,  N.  p.  633. 
Y.  Daily  Reg.  March  17,  1886.     Or 
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^measure  defeated.  A  judgment  in  their  favor,  if  the  status 
quo  was  not  preserved  during  the  litigation,  would  leave 
them  irreparably  injured,  while,  if  it  was  preserved,  no 
damage  of  a  serious  character  could  accrue  to  the  Cham- 
ber if  it  finally  prevailed,  certainly  none  that  could  not  be 
adequately  guarded  against  by  security.^ 

In  a  similar  case  in  New  York,  where  a  member  of  the 
New  York  Produce  Exchange  sought  to  restrain  the  Ex- 
change from  investigating  charges  brought  against  him 
by  another  member,  an  order  granting  a  temporary  injuno- 
tion  was  dissolved,  as  a  majority  of  the  court  was  in  favor 
of  reversal  of  the  order  granting  it.  Three  of  the  judges 
were  in  favor  of  reversal  on  the  ground  that  the  board 
had  jurisdiction  of  the  complaint,  whilst  the  three  dissent- 
ing judges  held  that  the  board  had  no  jurisdiction.  An- 
drew, J.,  concurred  for  revers?!  on  the  ground  that,  upon 
the  facts,  the  remedy  by  injunction  would  not  lie,  as  no  vio- 
lation of  plaintiff's  rights  had  happened,  or  might  ever  hap- 
pen, and  no  injury  thereto  was  threatened  in  such  a  sense 
as  justified  a  preventive  I'emedy.^ 

But  when  a  member  has  been  expelled  from  a  corpora- 
tion for  no  legal  cause,  mandamus  lies  against  the  corpo- 
ration to  compel  it  to  restore  him  to  membership.' 

» Bartlett  vs.  Bartlett,  93  N.  W.  L.  J.  208;  Commonw.  vs.  The  Ger- 

(Wis.)  473;  See  Kolff  vs.  Ex..  48  man  Soc.,  15  Pa.  St.  251;  People  vs. 

Minn.  215.  Mechanics'  Aid  Soc.,  22  Mich.  86; 

*  Hurst  vs.  New  York  Produce  People  vs.  Med.  Soc.  of  Erie,  24 

Exchange,  100  N.  Y.  606;  Greer  v.  Barb.  (N.  Y.)  570;  People  vs.  New 

Stoller,  77  F.  1.  York  Cotton  Ex.,  8  Hun,  216;  Peo- 

"High,  Extra.  Legal    Rem.  (2d  pie  vs.  N.Y.  Ben.  Soc,  3  Hun,  361; 

ed.)  §  291 ;  State  vs.  The  Georgia  People  vs.  Am.  Inst.,  44  How.  Pr. 

Med.  Soc., 38  Ga. 608,  where  there  is  468;  People  vs.  N.  Y.  Prod.  Ex.,  149 

a  review  of  authorities;  Evans  vs.  N.  Y.  401;  People  vs.  Society,  24 

Hnla,  aub,  50  Pa.  St.  107;  The  How.  Pr.  216;  People  vs.  Institute, 

Carteret  Club  vs.  Florence,  3  N.  J.  2  N.  Y.   Leg.   Ob.    170 ;    Nelfion 
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Mr.  High  says :  ^  ^^  The  use  of  the  writ  of  mandamus 
a  remedy  for  the  wrongful  amotion  of  a  corporator,  and  to 
restore  him  to  the  enjoyment  of  the  franchise,  of  which  he 
has  been  wrongfully  deprived,  is  of  very  ancient  origin,  and 
may  be  distinctly  traced  to  a  period  as  early  as  the  reign  of 
Edward  the  Second.  It  was  also  used  for  the  same  purpose 
in  the  time  of  Henry  the  Sixth ;  and  m  the  reign  of  Eliza- 
beth it  was  treated  as  a  well-established  jurisdiction." 

V8.  Board  of  Trade,  58  HI.  App.  enable  him  to  prepare  hia  com- 

414.  plaint.    Hutchinson  vs.  Lawrence, 

In  Albera  vs.  Mer.  Ex.,  39  Mo.  N.  Y.  Supreme  Ct.  Chambers,  N.  Y. 

App.   583,   under  the  statutes  of  ^^^2/  J^-    Feb.    20,    1883,   aff'd 

Missouri,  an  injunction  against  a  by  Gen.  Tenn,  3  N.  Y.  Civ.  Proc. 

corporation  was  granted  restraining  Rep-  98.    And  as  to  what  questions 

the  enforcement  of  a  resolution  of  the  President  of  the  Exchange  can 

suspension.    The    remedy    by    in-  be  compelled  to  answer  upon  such 

junction  has  been  also  applied  in  examination,  see  elaborate  opinion 

Pennsylvania  and  Wisconsin.    Kerr  of  Lawrence,  J.,  in  Hutchinson  vs. 

vs.  Trego,  47  Pa.  St.  295;  Roshi's  Lawrence,  N.  Y.  Daily  Reg.  April  3, 

Appeal,  60  Pa.  St.  467;    Lutheran  1883,  N.Y.  Supreme  Ct.    But  where 

Church  vs.  Gristgau,  34  Wis.  336.  a  member  of  the  New  York  Stock 

Mandamus  cannot  issue  to  restore  Exchange  is  expelled  for  "obvious 

one  to  membership  in  an  unincor-  fraud"  under  its  rules  and  oonstitU' 

porated  Exchange.     Weidenfeld  vs.  tion,  in  an  action  by  such  member 

Keppler,  84  A.  D.  235;  68  N.  E.  against  the  Exchange,  the  plaintiff 

1125.     The  proper  proceeding  in  is  not  entitled  to  a  bill  of  particu- 

such  case  is  by  equitable  action,  lars  of    the   fraud.     Solomon  vs. 

Fritz  vs.  Muck,  62  How.  Pr.  69.  McKay,  17  N.  Y.  W.  Dig.  229.    See 

It  seems  that  where  a  member  is  also  State  vs.  Chamber  of  Conun., 

expelled  and  seeks  to  review  the  act  20  Wis.   68;    State    vs.  Chamber 

of  the  Exchange  in  expelling  him  in  of    Comm.,  47   Wis.   670;   Delacy 

the  courts  on  the  ground  that  it  was  vs.   Neuse    River     Nav.     Co.,     1 

unauthorized  and  illegal,  the  court  Hawk.  (X.  C.)  274;  Franklin  Bene- 

will  permit  him  by  order  to  inspect  ficial  Assoc,   vs.   The  Commonw., 

and  copy  the  record  and  proceed-  10  Pa.  St.  357  ;     State    vs.   Un., 

ings  under  which  he  was  expelled.  Merchant's  Ex.,   2  Mo.  App.  96; 

and  to  examine  the   President  or  Savannah  Cotton  Ex.  vs.  State,  54 

other  officers  upon  the  subject  to  Ga.  668. 

'  Extra.     Legal  Rem.    (2d    ed.)   mus,  §  166;  Albers  vs.  Exchange,  39 
§  291,  and  see  Merrill  on  Manda-  Mo.  App.  583,  at  p.  588. 


Suspension  and  Expnlsion.  Ill 

The  following  are  some  of  the  grounds  held  sufficient  for 
invoking  the  extraordinary  aid  of  mandamus :  Want  of  no- 
tice of  proceedings  taken  for  the  removal  of  a  member,  and 
want  of  opportunity  of  being  heard  in  his  defence  ;^  where 
no  sufficient  cause  has  been  shown  for  the  removal,  and 
where  the  proceedings  have  been  conducted  with  irregu- 
larity,' and  in  a  spirit  of  malice ; '  and  where  the  member 
has  been  illegally  removed  for  violating  a  rule  of  the  cor- 
poration which  is  in  conflict  with  public  poUcy  and  the  law 
of  the  land ;  *  or  where  he  has  been  expelled  under  an  un- 
reasonable by-law  ;^  or  where  the  act  of  the  member  is  not 
a  violation  of  the  charter  and  by-laws.*  Where,  however, 
a  corporator  has  been  regularly  tried  in  accordance  with 
the  rules  of  the  association,  which  he  has  assented  to  by 
becoming  a  corporator,  and  has  been  expelled  in  due  form, 
the  merits  of  the  expulsion  will  not  be  examined  in  pro- 
oeedings.for  a  mandamus.^ 

So  it  would  seem  that  a  mere  restriction  upon  the  mode 

'Delacy  vs.  Neuse  River  Nav.  been     denied,    Savannah    Cotton 

Co.  (supra);  People  vs.  St.  Francis-  Ex.  vs.  State,  54  Ga.  668. 

CUB  Soc.,  24  How.  Pr.  216;  People  *  People  ex  rel.  Elliott  vs.  New 

vs.  Benevolent  Soc. ,  3  Hun,  361 ;  York  Cotton  Exchange,  8  Hun,  216. 

State  vs.  Chamber  of  Commerce,  47  '  High,  Extra    Legal    Rem.  (2d 

Wis.  670.  ed)  §  292,  and  cases  cited;  Merrill 

'  People    vs.   New  York  Cotton  on  Mandamus,   §  166;  Society  vs. 

Exchange,  8  Hun,  216;  People  vs.  The  Commonw.   52   Pa.   St.   125. 

Musical  Union,  118  N.  Y.  101.  Nor  will .  mandamus  be  issued  be- 

'  State  vs.  The  Georgia  Med.  Soc.  cause  of  mere  irregularity  in  the 

(supra).  expulsion  proceedings,  if  it  appears 

*  People  vs.  Med.  Soc.  of  Erie  that  proper  grounds  for  the  expul- 

(supra).  sion  exist  and   the  member  may, 

*Conmionw.  vs.  St.  Pat.  Benev.  aftertherestorationby  virtue  of  the 

Soc.,  2  Binn.  (Pa.)  442;  State  vs.  mandamus,   again  be  expelled  by 

Union  Mer.  Ex.,  2  Mo.  App.  96.  proceedings  in  due  form.     Merrill 

And  where  an  appeal  from  the  com-  on    Mandamus,    §  170,    and    cases 

mittee's  decision,  on  ground  of  ju-  there    cited;    see    also    Black    and 

risdiction,  reserving  the  merits,  has  White  Smiths'  Soc.  vs.  Vandyke, 
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question,  unless  it  be  that  it  is  a  violation  of  some  statute  or 
of  some  principle  of  public  policy.  It  does  not  violate  the 
provision  of  the  Bankrupt  Law  against  preference  of  credit- 
ors, for  such  a  preference  is  only  void  when  made  within  four 
months  previous  to  the  commencement  of  the  bankrupt  pro- 
ceedings. Neither  the  Bankrupt  Law  nor  any  principle  of 
morals  is  violated  by  this  provision,  so  far  as  we  can  see. 
A  seat  in  this  board  is  not  a  matter  of  absolute  purchase. 
Though  we  have  said  it  is  property,  it  is  encumbered  with 
conditions  when  purchased,  without  which  it  could  not  be  ob- 
tained. It  never  was  free  from  the  conditions  of  Article  XV., 
neither  when  Fenn  bought  nor  at  any  time  before  or  since. 
That  rule  entered  into  and  became  an  incident  of  the  prop- 
erty when  it  was  created,  and  remains  a  part  of  it,  into  whose 
hands  soever  it  may  come.  As  the  creators  of  this  right — 
this  property— took  nothing  from  any  man's  creditors  when 
they  created  it,  no  wrong  was  done  to  any  creditor  by  the 
imposition  of  this  condition." 

In  New  York  it  has  also  been  decided  that  a  person 
becoming  a  member,  assents  to  the  appropriation  of  the 
proceeds  of  his  seat,  to  the  payment  of  debts  on  the  Ex- 
change.^ 

'  Weston  vs.  Ives,  97  N.  Y.  222;  admission  and  the  prooeeds  first 
Bernheim  vs.  Keppler,  34  Misc.  321 ;  applied  to  his  debts  in  the  Ex- 
Stonebridge  vs.  Smith,  65  N.  Y.  change.  The  Governing  Commit- 
Super.  Ct.  294;  People  ex  rel.  Krohn  tee  may  extend  the  time  for  settle- 
vs.  Miller,  39  Hun,  557;  Hanscom  ment  for  periods  of  not  more  than 
vs.  Hendricks,  52  Hun,  80.  Sec  one  year,  and  it  has  been  held  that 
also  Belton  vs.  Hatch,  109  N.  Y.  when  a  member  is  suspended  the 
593.  The  constitution  of  the  New  rights  of  other  members  in  the  pro- 
York  Stock  Exchange  provides  ceeds  of  his  seat  do  not  become  fixed 
that  if  a  member  be  suspended,  immediately,  unless  the  seat  is  then 
upon  insolvency,  and  fails  to  settle  sold,  and  if  the  period  of  settlement 
within  one  year,  his  seat  shall  be  is  extended,  the  oonmiittee  are  to 
disposed  of  by  the  committee  on  determine  such  rights  according  to 
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Bat  if  the  articles  of  incorporation,  rules,  or  by-laws  of 
a  chamber  of  commerce  do  not  give  the  members  a  lien  on 
the  certificate  of  membership  for  debts  due  to  them,  such 
debts  become  barred  by  the  discbarge  of  the  debtor  in 
bankruptcy,  and  mandamus  will  lie  to  compel  the  board 
to  transfer  the  certificate  on  its  books  to  one  to  whom 
the  trustee  in  bankruptcy  had  sold  it,  the  sole  reason  for 
the  refusal  of  the  transfer  being  the  objection  of  two  of 
the  members  to  the  transfer  on  the  ground  that  debts  due 
to  them  by  the  bankrupt  were  unpaid.^ 

The  case  of  Nicholson,  Assignee,  vs.  Gouch  ^  was,  in  many 
respects,  very  much  like  that  of  Hyde  vs.  Woods,  the  action 
having  been  brought  to  recover  certain  property  that,  under 
the  rules  of  the  London  Exchange,  of  which  the  bankrupt  was 
a  member,  had  been  received  and  paid  to  his  fellow-members. 
This  was  asserted  to  be  a  preference,  void  by  the  Bankrupt 
Law ;  and  the  rules  of  the  Exchange  under  which  it  was 
done  were  assailed  on  the  same  ground  taken  above.  It  is 
true  that  in  the  decision  of  the  'Queen's  Bench  in  banc, 
Lord  Campbell,  the  Chief  Justice,  ruled  against  the  plaintiff, 
on  the  ground  that  the  money  in  question  arose  out  of  wager- 
ing contracts,  which,  as  they  could  not  have  been  enforced 

the  nileB  existing  at  the  extended  does   not   contravene   the   statute 

time  and  not  as  they  were  at  the  forbidding  perpetuities.    Brown  vs. 

time    of    suspension.    Haight    vs.  Mutual  Trust  Co.,  22  Weekly  Dig. 

Dickcrman,   18  N.  Y.  Supp.  659.  (N.  Y.)  394. 

The  constitution  of  the  San  Fran-  '  State  vs.  Chamber  of  Com- 
Cisco  Stock  Exchange  has  a  similar  merce,  79  N.  W.  (Minn.)  1026. 
provision  which  has  been  judicially  '  5  El.  &  Bl.  999.  In  Clarkson  vs. 
applied.  Rorke  vs.  San  Francisco  Toronto  Stock  Exchange,  13  On- 
Stock  Exchange  Board,  99  Cal.  196.  tario  Rep.  213,  a  by-law  giving  a 
An  agreement  to  invest  the  pur-  preference  to  claims  of  the  Ex- 
chase  price  of  seats  in  a  proposed  change  and  its  members  was  sus- 
Exchange  in  a  trust  fund  for  the  tained. 
security  of  debts  between  members, 
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by  the  bankrupt,  were  therefore  not  subject  to  the  claim  of 
the  assignee ;  but  Compton,  J.,  held,  also,  that  the  money 
being  received  and  distributed  under  the  rules  of  the  Stock 
Exchange,  by  reason  of  the  bankrupt  having  become  a 
member  subject  to  said  rules,  this  was  a  sufficient  defence 
to  the  party  who  so  received  and  distributed  it. 

So,  in  the  State  of  Pennsylvania,  there  are  several  deci- 
sions which  uphold  the  right  and  power  of  the  Board  of 
Brokers  to  make  by-laws  by  which  members  of  the  associa- 
tion are  entitled  to  a  preference  in  the  payment  of  their 
debts  from  the  proceeds  of  the  sale  of  an  insolvent  member's 
seat  over  outside  creditors. 

In  the  case  of  Leech  vs.  Leech  ^  an  outside  creditor  sought 
to  reach  the  proceeds  of  the  sale  of  his  debtor's  seat  in  the 
Exchange  by  attachment ;  but  the  court  held  that  the  claims 
of  the  fellow-members  of  the  insolvent  should  first  be  paid ; 
that  this  was  the  condition  upon  which  the  insolvent  be- 
came possessed  of  his  seat,  and  it  could  not  be  repudiated.^ 

In  the  case  of  Singerly  vs.  Johnson '  the  plaintiflPs  intes- 
tate, at  the  time  of  his  death,  was  a  member  of  the  Phila- 
delphia Board  of  Brokers.  After  his  death,  his  seat  was 
sold  by  the  secretary,  under  the  provisions  of  the  constitu- 
tion, as  follows :  "  Sec.  XII.  .  .  .  When  a  member  dies,  his 
seat  may  be  sold  by  the  secretary,  and  after  satisfying  the 
claims  of  the  members  of  the  board,  the  balance  shall  be 
paid  to  his  legal  representatives." 

The  plaintiflf's  intestate  was  indebted  to  another  member 
of  the  board  at  the  time  of  his  death,  which  claim  was 
passed  upon  and  allowed  by  the  Arbitration  Committee,  in 

*3  Week.  Notes  of  Cas.  542,  the  case  of  Evans  vs.  Wister,  1 
note.  Week.  Notes  of  Cas.  181. 

'  This  decision  was  confirmed  in       '3  Week.  Notes  of  Cas.  541. 
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poiBoazioe  of  the  constitution.  On  this  state  of  facts,  it  was 
held — (1)  that  the  decision  of  the  Arbitration  Committee 
was  final  and  conclusive  as  to  the  existence,  validity,  and 
amount  of  the  member's  claim,  and  that  a  court  of  law  has 
no  jurisdiction  to  go  behind  or  inquire  into  thei  finding  of 
said  committee ;  (2)  that  the  agreement  to  abide  by  the 
arbitration  clause,  etc.,  in  the  constitution,  entered  into  by 
Singerly,  or  implied  by  his  membership,  was  not  revoked 
by  his  death  ;  (3)  that  the  plaintiff,  as  the  legal  representa- 
tive of  the  decedent,  was  only  entitled  to  recover  the  bal- 
ance, if  any,  after  the  payment  of  the  member's  claim,  with 
interest ;  and  that  snch  limitation  of  his  right  was  not  af- 
fected bv  the  fact  that  the  decision  of  the  Arbitration  Com- 
mittee  was  made  after  the  commencement  of  the  suit. 

This  case  was  followed  by  Thompson  vs.  Adams,^  where 
the  court  held,  that  under  the  constitution  and  by-laws  of 
the  Philadelphia  Stock  Exchange,  providing  that  a  member 
may  sell  his  seat  if  he  has  no  claims  against  him,  and  also 
providing  that,  in  case  of  death,  a  member's  seat  might  be 
sold  and  the  proceeds  paid  to  his  representatives,  after  satis- 
fying claims  of  members,  a  secret  equitable  owner  of  a 
seat — one  who  had  advanced  the  monev  to  the  member  to 
enable  him  to  purchase  the  same-has  n'o  right,  as  against 
members  of  the  board  who  are  creditors  of  the  legal  owner, 
to  share  in  the  proceeds  of  the  sale  of  the  seat  on  the  death 
of  the  latter.  It  was  held  that  the  constitution  and  by-laws 
have  the  force  of  law  as  to  its  members.    The  court  said  : 

"  The  jurisdiction  of  the  courts  cannot  be  ousted  by  con- 
tract, but  any  person  may  covenant  or  agree  that  lio  right 
of  action  shall  accrue  until  a  third  person  has  decided  on 

^  93  Pa.  St.  65. 
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any  difference  that  may  arise  between  himself  and  the  other 
party  to  the  covenant.  The  leading  case  upon  this  subject, 
and  followed  in  Pennsylvania,  is  Scott  vs.  Avery."  *  Upon 
appeal  the  court  said :  "  There  is  nothing  unlawful  or  un- 
reasonable in  this  regulation."  ^ 

The  by-laws  may  provide  that  the  preference  shall  extend 
to  all  debts  incurred  in  the  course  of  business  between  the 
members,  though  they  do  not  grow  out  of  stock  transactions.' 
But  the  debt  must  have  arisen  in  dealings  on  the  Exchange 
of  the  character  specified  in  the  rules  or  by-laws.  The 
maxim  inclusio  unus  est  exclusio  alteriiM  applies.^ 

A  debt  due  to  a  firm  in  which  only  one  of  the  partners 
has  a  seat  in  the  Exchange,  is  entitled  to  the  same  preference 
as  if  due  to  the  partner  individually.  A  debt  to  a  firm  is  a 
debt  to  each  member  of  the  firm.' 

^  5  Hoiise  of  Lords  Cas.  811.  ''all  contracts,  debts  or  obligations 

'  See  also  Moxey's  App,  ante,  of  every  description"  (art.  13,  §  6) 
p.  91,  where  the  court  again  held  due  to  members  are  to  have  prefer- 
that  such  a  regulation  was  not  con-  ential  payment,  the  committee  on 
trary  to  law.  claims    has    only    jurisdiction    of 

'  Sheppard  vs.  Barrett,  17  Phila.  claims  arising  from  transactions  in 

145,  where  it  was  held  that  the  rules  the  Exchange,  viz.,  those  arising  on 

included  in  the  preference  given,  stocks,  bonds,  bullion,  grain  or  qot- 

a   "friendly  loan"   which  by   the  ton  on  the  Exchange,  and  if  the 

custom  of  brokers  was  a  loan  of  committee,  in    investigating   these 

money  or  stocks  between  brokers  claims,  proceeds  according  to  the  by- 

for  business  purposes.  laws  and  the  jurisdiction  conferred 

*  Bemheim  vs.  Keppler,  34  Misc.  upon  them,  their  findings  will  be 

321;  Cockran  vs.  Adams,  180  Pa.  sustained.     In  re  Hayes,  75  N.  Y. 

St.  289.    In  the  first  named  case  it  Supp.  312. 

was  held  that  a  claim  by  one  mem-  *  Sheppard  vs.  Barrett,  17  Fhila. 

ber  against  the  proceeds  of  the  sale  145.     In  Cochran  vs.  Adams,  180 

of  the  seat  of  another  arising  out  of  Pa.  St.  289,  the  provision  of  the 

transactions  prior  to  the  former's  constitution  considered  had  a  spe- 

admission  to  membership  was  prop-  cial  provision  to  this  effect.  And  the 

erly  disallowed.  same  has  been  held  to  apply  in  New 

Although   the   language    of   the  York,   although  the  member  had 

constitution  of  the  Exchange  is  that  made  a  prior  general  assignment. 
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By  the  terms  of  the  constitution  and  by-laws,  the  person 
becoming  a  member  assents,  in  case  of  suspension,  to  the 
appropriation  of  the  proceeds  of  his  seat  in  a  particular  way, 
and  no  other  appropriation  can  be  made.  Even  though  the 
decision  of  the  committee  making  the  distribution  as  to 
claims  is  declared  to  be  final,  it  has  no  power  beyond  that 
given  by  the  contract.  It  cannot  admit  a  claim  which  the 
constitution  by  its  terms  excludes,  and  this  is  so  whether 
the  claim  is  valid  or  not.^ 

A  Stock  Exchange  creditor  who  has  taken  the  benefit  of 
the  distribution  of  the  proceeds  of  the  seat,  or  in  England, 
of  the  other  assets  to  be  distributed  under  the  rules,  is  not 
precluded  from  afterwards  taking  ordinary  legal  proceed- 
ings, for  the  recovery  of  the  balance  due  him,  though  in 
England  he  must  give  credit  for  what  he  has  received  in  the 

In  re  Hayes,  75  N.  Y.  Supp.  321.  committee,  is  not  enough  to  sustain 

Even  although  the  constitution  of  the  granting  of  an  ad  interim  in- 

the  New  York  Stock  Exchange  does  junction,  restraining  the  disposition 

not  so  clearly  indicate,  proof  of  the  of  the  fund.     It  is  to  be  presumed 

usage  of  the  Exchange,  and  of  the  that  the  action  of  the  committee 

practical  construction  put  upon  the  will     be     legal.     Stonebridge     vs. 

constitution  by  the  parties  thereto,  Smith,  55  N.  Y.  Super.  Ct.  294. 

-will  ^ve  effect  to  the  constructions  See  also  Hurst  vs.  N.  Y.  Produce 

thereof  as  stated  in  the  text.     Id.  Exchange,  100  N.  Y.  605;  s.  c.  1 

»  Weston  vs.  Ives,  97  N.  Y.  222.  Cent.  Rep.  260,  in  which  it  was  held 

An  amendment  to  the  constitution  that  it  is  to  be  presumed  that  the 

or  by-laws,  made  after  the  member  committee  will  deal  justly  in  decid- 

had  ceased  to  be  such,  but  pending  ing  any  question  arising  under  the 

the  distribution  of  the  fund  in  the  by-laws. 

hands  of  the  Exchange,  and  ad-       The  committee  are  all  members 

mitting  claims  to  the  preference,  of  the  Exchange,  and  they  may  have 

which  were  not  entitled  previously  an  interest  in  the  matter  before 

thereto,   would    be   ineffectual   in  them.     But  the  mere  fact  of  having 

that  case.     Ibid.  such  interest  does  not  disqualify 

A  threat  by  an  officer  or  member  them  from  taking  part  in  a  decision, 

of  the  Exchange  to  make  an  im-  though  the  fact  that  some  members 

proper  distribution,   even  if  such  have  an  interest  may  put  the  other 

individual  were  a  member  of  the  members  of  the  committee  on  their 
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Exchange.^  In  New  York,  however,  it  has  been  held  that 
when  a  member  of  the  Stock  Exchange  makes  a  general  as- 
signment, his  membership  is  an  asset  of  the  assigned  estate, 
subject  to  the  existing  constitutional  rights  therein  of  the 
Stock  Exchange  creditors,  and  therefore  in  the  distribution 
of  the  general  estate  by  the  assignee,  the  claims  of  the  Stock 
Exchange  creditors,  without  reference  to  the  amounts  re- 
ceived by  them  out  of  the  proceeds  of  the  sale  of  the  seat, 
should  be  allowed  as  filed,  subject  to  the  exception  that  no 
such  creditor  should  receive  any  sum,  as  dividend,  in  excess 
of  the  balance  due  him  upon  the  full  amount  of  his  original 
claim,  after  deducting  the  amount  received  by  him  from  the 
proceeds  of  the  membership.'^ 

Eeverting  to  the  question  of  preference,  the  law  seems 
to  be  differently  settled  in  England,^  where  a  member  of  the 
Exchange  seeks  to  prefer  his  fellow-members  to  his  outside 
creditors  hy  jpayinff  money  to  the  official  assignee  of  the 
Exchange.  In  the  case  in  question  it  appeared  that  C. 
was  a  member  of  the  Stock  Exchange,  and  became  unable 
to  meet  his  Stock  Exchange  engagements,  of  which  fact  he 
gave  notice  to  the  secretary.  In  such  a  case  the  rules  of 
the  Stock  Exchange  prescribe  the  course  to  be  followed. 
The  defaulter  ceases  to  be  a  member  of  the  body ;  two 
members  of  the  Exchange  act  as  official  assignees  of  the 
defaulter ;  a  meeting  of  the  creditors  is  called ;  the  defaulter 

guard  as  to  how  far  the  opinion  of  made  to  a  master  to  ascertain  what 
those  members  who  have  an  inter-  deductions  should,  under  the  by- 
est  is  to  be  considered.  Ex  parte  laws,  be  made.  Clarkson  vs.  To- 
Ward,  L.  R.  20  Ch.  Div.  356.  ronto  Stock  Exchange,  13  Ont.  213. 

Where  the  by-laws  provided  no       *  Ex  parte  Ward,  20  Ch.  Div.  356. 
means  of  deciding  a  contest  as  to       'In  re  Hayes,  75  N.  Y.  Supp.  312. 
the  propriety  of  particular  deduc-       *  Tomkins  vs.  Saffery,  3  L.  R. 
tions,  the  jurisdiction  of  the  court  is   App.  Cas.  213. 
not  ousted  and  a  reference  will  be 
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(as  he  is  required  to  do)  makes  his  statement ;  and,  the  assem- 
bled creditors  having  decided  what  is  to  be  done,  the  official 
assignees  carry  the  decision  into  execution.  The  committee 
of  the  Exchange  has  the  power  to  readmit  the  defaulter  or 
to  refuse  him  readmission.  C.  made  his  statement  at  the 
first  meeting,  declaring  at  that  time  he  had  no  debts  out- 
side the  Stock  Exchange.  His  Stock  Exchange  creditors 
then  consented  to  accept  a  composition,  and  to  provide  for 
a  part  of  it  he,  at  the  demand  of  the  official  assignees,  gave 
them  a  cheque  for  £5000,  then  standing  to  his  credit  in  the 
Bank  of  England.  The  official  assignees  obtained  the  money 
and  apportioned  it  among  his  Stock  Exchange  creditors. 
0.  afterwards  confessed  to  owing  debts  to  a  large  amount 
to  outside  creditors,  and  was  declared  a  bankrupt.  The 
trustee  in  bankruptcy,  on  behalf  of  the  general  creditors, 
claimed  from  the  official  assignees  of  the  Stock  Exchange 
the  £5000,  and  the  court  decided  that  the  trustee  was  en- 
titled to  claim  it,  for  the  action  of  C.  in  paying  it  to  the 
official  assignees  amoanted  to  a  cessio  honorum^  and  consti- 
tuted an  act  of  bankruptcy ;  and  that  the  rules  of  the  Stock 
Exchange  as  to  defaulting  members  of  the  body  are  the 
rules  of  a  domestic  forum,  which  have  no  influence  on  the 
rights  of  those  who  are  not  amenable  as  members  to  the 
jurisdiction  of  that  body.  They  cannot,  therefore,  govern 
the  rights  of  the  general  creditors  of  a  defaulting  member. 
The  Lord  Chancellor,  In  delivering  his  opinion  in  this 
case,  said  :  ^'  I  can  see  nothing  whatever  in  those  rules  which 
is  deserving  of  any  animadversion  whatever.  They  seem 
to  me  to  be  judicious  and  business-like  rules.  They  do  not 
seem  to  me  to  be  rules  contemplating  or  intending  in  any 
way  to  warp  or  strain,  or  in  any  way  to  elude  or  defeat 
the  operation  of  the  bankruptcy  law  of  the  comitry ;  but 
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they  are  rules  which,  from  the  very  nature  of  the  case,  are 
and  must  be  subject  to  one  infirmity — ^namely,  that,  if  they 
are  to  be  effectual,  they  must  be  applicable  to  the  case  of 
a  person  who  not  merely  is  a  defaulter  upon  the  Stock 
Exchange,  but  who  has  no  creditors  outside  the  Stock 
Exchange;  because  if  such  a  person  has  creditors  outside 
the  Stock  Exchange,  the  general  law  of  the  country  will 
step  in,  and  must  step  in,  and  will  give  to  those  creditors  rights 
which  these  rules  cannot  take  away  from  them,  and  which, 
I  am  bound  to  say,  these  rules  do  not  profess  to  attempt  to 
take  away  from  them.  Therefore,  although  everything 
done  in  the  domestic  forum  of  the  Stock  Exchange  under 
those  rules  may  be  done  according  to  the  rules,  and  may 
be  most  wholesome  in  its  operation  for  the  members  of  the 
Stock  Exchange,  still  what  is  done  must  be  subject  to  the 
rights  of  those  who  are  not  amenable  to  the  jurisdiction 
of  the  Stock  Exchange;  and  when  those  higher  rights 
come  into  conflict  with  these  rules,  of  course  these  rules 
must  give  way  to  those  higher  rights." 

But  in  the  case  of  Ex  parte  Grants  Re  Humbly,^  the  case 
of  Tomkins  vs.  Saffery  was  distinguished ;  and  the  result 
shows  that  the  English  courts  did  not  mean  to  condemn  all 
the  transactions  of  an  insolvent  Broker  as  void,  whereby 
his  fellow-members  reaped  the  benefit  of  his  assets  to  the 
exclusion  of  lus  outside  creditors. 

The  facts  of  this  case  showed  that  on  the  25th  of  June, 
1879,  Plumbly,  a  Stock-jobber,  and  a  member  of  the  London 
Stock  Exchange,  having  given  notice  that  he  was  unable  to 
meet  his  engagements,  was  declared  a  defaulter  in  accord- 
ance with  Bule  142  of  the  Stock  Exchange..    The  same  day 

» 42  L.  T.  R.  (n.  s.)  387. 
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he  filed  a  liquidation  petition,  and  a  trustee  was  afterwards 
appointed.  Grant,  the  official  assignee  of  the  Stock  Ex- 
change, in  obedience  to  Bole  168,  closed  all  Plumbly's  con- 
tracts with  members  of  the  Stock  Exchange,  which  were 
open  for  the  next  account  or  settling  day,  the  27th  of  June, 
at  the  market  prices  on  the  25th  of  the  various  stocks  and 
shares  contracted  for ;  and  called  upon  those  members  who 
on  that  footing  were  debtors  on  their  contracts  with  Plum- 
bly,  to  pay  to  the  official  assignee  the  differences  due  from 
them.  On  hearing  this,  the  trustee  gave  notice  to  the  debtors 
to  pay  the  money  to  him,  instead  of  to  the  official  assignee. 
They,  however,  paid  them  to  the  official  assignee.  The 
amount  of  these  differences  so  received  was  £3957,  which  sum 
was,  under  Bule  168,  divisible  among  those  members,  of  the 
Stock  Exchange  who,  on  the  above-mentioned  footing,  were 
creditors  for  differences  on  their  contracts  with  Plurably. 

The  rules  of  the  Stock  Exchange  apply  to  Jobbers  as 
well  as  to  Brokers.  It  appeared  to  be  the  practice  of  Stock- 
jobbers to  make  two  contracts  equal  and  opposite  at  once, 
so  that  a  Stock-jobber's  legitimate  profit  is  the  difference 
between  the  buying  and  selling  prices,  and  the  fact  of  stocks 
going  up  or  down  in  price  does  not  affect  him.  The  Job- 
ber does  not  deal  with  an  outside  principal,  but  only  with 
members  of  the  Stock  Exchange. 

The  trustee  in  the  liquidation  claimed  the  £8957  as  part  of 
the  assets  distributable  among  Plumbly's  creditors.  The  reg- 
istrar, being  of  opinion  that  the  case  was  within  Tomkins  vs. 
Saffery,^  held  that  the  trustee  was  entitled  to  the  money. 
The  official  assignee  appealed,  and  the  judgment  was  re- 
versed upon  the  theory  laid  down  by  the  court,  per  Baggal^ 

» 37  L.  T.  R.  (n.  s.)  758;  3  L.  R.  App.  Cas.  213. 
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lay,  L.  J.y  that  the  distuxction  to  be  drawn  between  this  case 
and  that  of  Tomkins  vs.  Saffery  was  a  very  marked  one. 
Here  there  is  no  division  of  Plumbly's  money.  The  official 
assignee  holds  no  private  assets  of  Plnmblyy  and  the  fund 
which  he  has  collected  is  a  fund  collected  by  virtue  of  certain 
rules  of  the  Stock  Exchange ;  certain  sums  ascertained 
in  a  particular  way  being  raised  from  particular  members 
of  the  Stock  Exchange,  and  applied  in  a  particular  manner. 
These  funds  can  in  no  respect  be  regarded  as  funds  belong- 
ing to  Plumbly ;  they  are  voluntary  contributions  of  the 
members  of  the  Stock  Exchange,  to  be  applied  in  satisfac- 
tion of  the  Stock  Exchange  creditors ;  or,  if  they  are  to  be 
regarded  as  moneys  handeil  over  by  persons  who  had  be- 
come surety  to  meet  the  claims  of  the  Stock  Exchange,  in 
either  view  of  the  case  they  cannot  be  claimed  by  the  trus- 
tee. "  It  certainly  did,"  says  the  learned  justice,  "  at  one 
time  occur  to  me  that  some  injustice  might  be  done  to  the 
general  creditors  of  Plumbly  by  the  official  assignee  taking 
these  sums.  But  the  true  view  of  the  case  appears  to  me  to 
be  this :  As  far  as  regards  any  losing  contracts,  entered  into 
by  Plumbly,  the  trustee  in  bankruptcy,  or  in  liquidation  is 
relieved  from  them ;  and  if,  on  the  other  hand,  it  is  said  that 
there  may  be  some  winning  contracts,  the  answer,  as  far  as 
regards  them,  is,  that  it  would  be  impossible  to  realize  on 
them,  because,  when  the  time  arrived  for  the  completion  of 
the  contract,  Plumbly  could  not,  and  would  not,  have  been 
ready  and  willing  to  perform  them.  In  making  these  ob- 
servations, I  do  not  mean  to  imply  that  in  such  cases  the 
contracts,  whether  losing  or  winning,  are  absolutely  void ; 
but,  in  regard  to  the  case  now  under  consideration,  I  am 
satisfied  that  no  injury  could  be  done  to  the  outside  creditors 
by  the  course  pursued." 
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Upon  a  first  reading,  there  seems  to  be  very  little  substan- 
tial distinction  between  the  case  of  Tomkins  vs.  Saffery  and 
the  last  one.  In  both  cases  the  money  had  been  placed  in  the 
hands  of  the  official  assignee  of  the  Stock  Exchange,  who 
had  received  the  same  from  debtors  of  the  insolvent  mem- 
ber,^ and  who  had,  with  knowledge  of  the  latter's  insol- 
vency or  failure,  paid  out  the  money  so  received  to  his  Stock 
Exchange  creditors.  But,  in  the  one  case,  the  official 
assignee  received  the  money  by  virtue  of  a  check  given  by 
the  defaulting  Broker  upon  the  Bank  of  England,  an  outside 
debtor ;  on  the  other  hand,  the  official  assignee  received  the 
money  from  voluntary  payments  made  to  him  by  members 
of  the  Stock  Exchange  who  were  debtors  to  the  defaulter, 
but  who  were  under  no  obligations  to  pay  at  the  time 
they  did,  except  by  reason  of  their  being  such  members. 

There  is  nothing  unreasonable  in  annexing  to  a  member- 
ship of  an  Exchange  a  condition,  that,  if  the  member  fails 
to  perform  his  contracts,  his  seat  and  the  money  due  him 
from  fellow-members  should  first  go  to  satisfy  the  claims  of 
his  fellow-members.  Such  a  condition  is  in  the  nature  of  a 
lien  on  his  property  in  the  Exchange.  It  is  not  made 
secretly,  nor  with  any  intent  to  defraud  creditors ;  nor  are 
the  latter  injured  any  more  in  their  rights  than  they  would 
be  in  the  case  of  a  mortgage.  It  is  upon  the  faith  of  this 
condition  that  his  fellow-members  transact  any  business 
with  him,  and  it  is  hard  to  subscribe  to  a  doctrine  which 
invests  subsequent  outside  creditors  with  the  property  of  a 
defaulting  member,  which  he  has  acquired  by  reason  of  his 
membership  in  the  Exchange.^ 

>  In  Tomkins  vs.  Sa£Fery  he  re-  '  And  since  the  above  was  written 
oeiyed  the  money  from  the  insol-  the  private  administration  by  the 
vent's  bank.    See  p.  120.  officers  of  the  Exchange  of  the  as- 
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It  must  also  be  borne  in  mind,  in  this  connection,  that 
there  is  a  wide  difference  in  the  facts  of  the  American,  from 
those  in  the  English,  cases  upon  which  we  are  commenting. 
In  the  former  cases  the  creditors  sought  to  reach  the  seats, 
or  the  proceeds  of  the  seats,  of  members  of  the  Stock  Ex- 
change; seats  which  had  been  granted  to  the  members 
with  certain  conditions  attached,  which  gave  a  preference 
to  their  fellow-members ;  whereas  in  the  English  case  of 
Tomkins  vs.  Saffery,  the  Stock  Exchange  creditors  sought 
to  appropriate  money  in  bank,  belonging  to  the  insolvent 
member,  in  preference  to  his  outside  creditors.* 

But  the  members  of  the  Exchange  have  no  lien  upon  the 
proceeds  of  a  seat  illegally  ordered  to  be  sold  by  the  associa- 
tion ;  and  in  an  action  by  a  member  whose  seat  has  been  so  ille- 
gally disposed  of,  against  the  President  of  the  association  to 
recover  damages  as  for  a  conversion  of  his  property,  the  fact 
that  the  proceeds  have  been  applied  towards  satisfying  claims 
against  the  member  whose  seat  has  been  sold  is  not  a  matter 
in  mitigation  of  damages,  or  the  proper  subject  of  a  counter- 
claim. These  propositions  were  laid  down  in  the  case  of 
Sewell  vs.  Ives,  President.^ 

sets  realized  as  in  Ex  parte  Grant,  clients,  even  though  the  defaulter 

Re   Plumbly,  to  the   pa3anent   of  has  in  turn  become  liable  on  the 

debts  on  the  Exchange,  accounting  execution  of  the  same  contract,  to  a 

only  to  the  trustee  in  bankruptcy,  jobber  member  of  the  Exchange, 

for  the  balance,  has  been  uniformly  Re  Woodd;  Ex  parte  King,  supra, 

sustained   in   England.     Ex   parte  '  Tomkins  vs.  Saffery  is  so  dis- 

Ward,  L.  R.  20  Ch.  Div.  356;  King  tinguished  in  Clarkson  vs.  Toronto 

vs.  Hutton,  L.  R.  2  Q.  B.  D.  1900,  Stock  Exchange,  13  Ont.  Rep.  221 

504;  Re  Woodd;  Ex  parte  King,  82  «61    How.    Pr.    Rep.    64.    The 

L.  T.  N.  S.  504.  measure  of  damages  is  the  value  of 

But   the   committee   is   not,    as  the  property  right  at  the  time  of  the 

against  the  trustee  in  bankruptcy,  conversion,  with  interest.    Olds  vs. 

entitled  to  balances  due  the  de-  Chicago  Open  Board  Trade,  33  HI. 

faulting  member  from  his  outside  App.  445. 
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In  that  case  the  New  York  Stock  Exchange,  in  Jannarji 
1878,  attempted  to  expel  the  plaintiff  upon  an  accusation 
of  ''  obvious  fraud,  "  and  in  an  action  between  the  same 
parties  the  court  adjudged  and  decided  that  his  expulsion 
was  illegal  and  void.  The  defendant,  treating  the  plaintiff 
as  effectually  expelled,  under  Article  XX .  of  its  constitu- 
tion, in  April,  1878,  sold  his  seat,  and  appropriated  the 
proceeds  to  the  payment  of  his  creditors  in  the  Ex- 
change. 

The  court  held  that  the  seat  of  a  member  in  the  Exchange 
was  property  in  every  proper  sense  of  the  term,  and  could  be 
sold ;  and  was  transferable  as  any  other  species  of  property 
having  actual  value  as  such.  The  price  realized  by  the  de- 
fendant was  $4000,  which  is  proof  of  its  then  value.  It  was 
proved,  and  the  court  on  the  former  trial  found,  that  the 
plaintiff  paid,  on  his  admission  to  the  board,  $2000  for  his 
seat. 

Although  the  plaintiff  was  a  suspended  member  of  the  New 
York  Exchange,  it  having  been  held  and  decided  that  his  al- 
leged expulsion  therefrom  was  void  and  of  no  effect,  it  fol- 
lowed that,  the  sale  of  his  seat  by  the  board  having  been 
made  solely  upon  the  ground  of  his  wrongful  expulsion,  the 
Exchange  became  by  that  act  responsible  to  the  plaintiff  for 
any  injury  or  damage  done  thereby.     ' 

It  was  claimed  that  the  proceeds  of  this  sale  were  applied 
to  the  payment  of  the  plaintiff's  debts  in  the  Exchange,  and 
that  such  payment  should  be  received  in  mitigation  of  dam- 
ages, if  not  in  bar  to  the  action.  The  court  said  :  ''If  this  be 
so,  it  must  be  upon  the  assumption  that  the  defendant  had  au- 
thority to  dispose  of  the  seat,  and  to  receive  and  appropriate 
the  proceeds  of  the  .sale  to  his  creditors."  The  court  held 
that  under  the  facts  in  the  case,  no  such  authority  was  shown, 
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nor  can  any  be  inferred,  as  all  the  proceedings  on  defendant's 
part  were  wholly  illegal  and  void. 

The  property  wrongfully  taken  or  appropriated  by  the 
defendant,  in  satisfaction  of  a  demand  against  the  plaintiff 
as  owner,  cannot  be  set  up  in  bar  or  in  mitigation  of  dam- 
ages suffered  by  him.  The  first  objection  urged  against 
the  plaintiff's  right  to  recover  was  that  the  action  was  for 
the  conversion  of  personal  property,  commonly  known  as 
an  action  of  trover.  The  declaration  tersely  set  out  ^^  that 
the  plaintiff  was  owner,  and  entitled  to  the  possession,  of 
a  seat  in  the  association  of  the  value  of  $10,000 ;  that  the 
defendant  wrongfully  and  unlawfully  sold  said  seat  and 
converted  the  proceeds  to  its  own  use,  to  the  plaintiff's 
damages."  ^ 

The  court  held  that  it  was  too  late  to  raise  this  objec- 
tion. The  defendants  treated  the  seat  of  the  plaintiff  as 
their  property,  or  they  could  not  have  undertaken  to  sell 
it.  They  are  estopped  by  their  own  acts.  The  amount  of 
recovery  in  the  action,  the  court  decided,  was  the  amount 
of  the  proceeds  received  by  the  defendant,  with  interest.' 


*A  similar  complaint  was  sub-  greatly  diminishing  its  value.   Jones 

tained   on   demurrer   in  Cecil   vs.  vs.  Fisher,  2  Western  Rep.  890. 
Simmons,  N.  Y.  Daily  Reg.  March       One  of  the  by-laws  of  the  New 

17,  1886.  York  Cotton  Exchange  provided  for 

'  Where  a  certificate  of  member-  the  transfer  from  one  member  to 
ship  has  been  ordered  by  judicial  another  of  certificates  of  member- 
decree  to  be  transferred  by  the  ship  upon  ten  da3ns'  notice  of  inten- 
person  in  whose  name  it  stood  to  tion  so  to  do,  such  notice  to  be 
the  actual  owner,  and  the  decree  posted  upon  the  bulletin  board  of 
has  not  been  obeyed,  on  inquisition  the  Exchange,  and  upon  payment 
of  damages,  the  proper  measure  is  of  all  claims  against  the  member 
its  value  when  it  should  have  been  making  the  transfer,  and  it  was  held 
so  transferred,  and  not  what  it  had  in  People  vs.  Miller,  39  Hun,  557, 
become,  during  the  delay,  by  being  that  this  by-law  should  have  been 
subjected    to    debts   to   members  strictly  complied  with  by  complet- 
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{d,)  The  Stock  Exchange  cannot  Take  CognvMince  of  Matters 
Aruifig  outside  of  and  Disconnected  with  the  Purposes  of 
its  Organization, 

It  would  seem  entirely  reasonable  to  confine  and  limit  the 
jurisdiction  of  the  Stock  Exchange  to  those  matters  which 
arise  between  its  members  in  the  cov/rse  of  their  bmdness  with 
each  other  as  Brokers^  otherwise  its  judicial  powers  might 
be  extended  to  embrace  every  affair  of  human  life,  which 
was  never  contemplated,  and  which  the  law  would  not  per- 
mit» 

Thus,  the  wife  of  a  Broker  might  bring  her  grievances 
before  the  Board  or  its  Committees,  and  claim  to  have  them 
settled  by  that  tribunal,  just  as  any  outside  person  might 
insist  upon  having  an  action  of  assault  and  battery,  alleged 
to  have  been  committed  upon  him  by  a  member  of  the  Ex- 
change, determined  by  the  same  forum.  For  very  obvious 
reasons  the  law  will  not  permit  any  organizations  to  usurp 
the  prerogatives  of  the  regularly  constituted  courts  of  jus- 
tice. One  of  the  most  important  is,  that  such  an  organization 
has  no  power  to  issue  subpoenas,  or  any  other  compulsory 
process,  to  enforce  the  attendance  of  witnesses.    It  can  co- 


ing  the  transfer  and  obtaining  a  sur-  law  for  damages,  and  not  by  man- 
render  of  the  certificate  at  the  end  damus. 

of  the  ten  days  and  that  a  notice  of  '  ''This  proposition  is  certainly 
nearly  one  year  was  insufficient,  as  consistent  with  the  purpose  for 
the  selling  member  continued  to  be  which  the  association  was  formed, 
such  imlil  the  certificate  was  sur-  is  patent  from  a  reading  of  the  in- 
rendered,  and  might  incur  further  strument  vitalizing  it,  and  should 
liabilities,  the  Uen  of  which  might  not  be  extended  to  the  detriment  of 
not  be  sufficiently  protected  by  one  of  the  contracting  parties  un- 
such  an  indefinite  notice.  It  was  less  the  language  of  the  provision 
held  in  that  case  also  that  the  pur-  invoked  unmistakably  intends  it." 
chasing  member's  remedy  against  Per  Levintritt,  J.,  Bemheim  vs. 
the  corporation  was  by  action  at  Keppler,  34  Misc.  321. 

9 
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erce  its  own  members  into  attendance  by  threatening  ex- 
ptilsion,  but  it  has  no  power  over  outside  witnesses. 

Another  equally  important  reason  is,  that  the  law  has 
prescribed,  for  the  determination  of  disputes  between  citi- 
zens, regular  and  well-adapted  forms  and  proceedings,  which 
no  one  can  be  deprived  of  against  his  will.^ 

And  while  a  voluntary  association  may  adopt  rules  obligar 
tory  upon  its  own  members,  by  which  their  rights  may  be 
summarily  determined  as  between  themselves,  such  determi- 
nation has  no  external  force  to  injure  or  impair  the  rights  of 
non-members  not  voluntarily  subject  to  the  jurisdiction  of 
the  tribunal.' 

Chief  Justice  Tilghman,'  in  speaking  of  a  corporation 
taking  cognizance  of  matte.rs  unconnected  with  the  affairs 
of  the  society,  said :  "  So  far  from  its  being  necessary  for 
the  good  government  of  the  corporation,  it  appears  to  me 
that  taking  cognizance  of  such  offences  will  have  the  per- 
nicious effect  of  introducing  private  feuds  into  the  bosom 
of  the  society  and  interrupting  the  transaction  of  business."* 

In  the  case  of  Leech  vs.  Harris'  the  plaintiff  was  a  mem- 
ber of  the  Philadelphia  Board  of  Brokers,  a  private  unin- 
corporated association,  similar  to  the  New  York  Stock 
Exchange.     One  M.  presented  a  complaint  to  the  board, 

*  See,  for  other  coses  illustrating  bers  of  the  association.  With  the 
this  proposition,  the  next  succeed-  private  affairs  of  its  members,  the 
ing  subdivision  (e.).  corporation  has  nothing  to  do,  and 

*  Morris  vs.  Grant,  34  Hun,  377.  any  by-law  attempting  to  interfere 

*  Commonw.  vs.  St.  Pat.  Benev.  with  such  affairs  is  necessarily  ultra 
Soc,  2  Binn.  449.  vires  and  void."     Boisot  on  By- 

*  "The  power  of  a  corporation  to  Laws  (2d  ed.),  §72.  See  also 
control  the  conduct  and  define  the  Green  vs.  African  Methodist  Soci- 
rights  of  its  members,  by  means  of  ety,  1  S.  &  Rawle  (Pa.),  254. 

its  by-laws,  is  limited  strictly  to       '2  Brews.  (Pa.)  571. 
their  rights  and  conduct  as  mem- 


Jnrisdlctioii  of  Oatoide  Affairs.  181 

charging  the  plaintiff  with  having  obtained  money  from 
him  by  falsely  pretending  that  he  had  paid  a  large  sum  of 
money  for  certain  oil  lands,  and  thus  inducing  M.  to  pur- 
chase an  interest  in  the  same.  Thereupon  the  board  ap- 
pointed a  committee  to  investigate  the  charges,  which  it 
was  proceeding  to  do,  when  the  plaintiff  procured  an  in- 
junction, on  the  ground  that  the  board  had  no  jurisdiction 
over  the  question,  and  that  it  would  be  impossible  for  him 
to  produce  his  witnesses  without  the  aid  of  the  process  of 
the  courts,  which  could  not  be  obtained  in  behalf  of  de- 
fendant's tribunal.  The  court,  after  full  argument,  in  a 
careful  opinion  granted  a  perpetual  injunction,  on  the 
ground  that  the  matter  sought  to  be  inquired  into  was 
not  within  the  jurisdiction  of  the  board.    The  court  said : 

"  What  the  plaintiff  really  submitted  to  when  he  became 
a  member  of  the  Board  of  Brokers  was  that  the  board 
should  take  jurisdiction  if  he  should  refuse  to  comply  with 
bis  stock  contracts ;  not  that  they  should  have  jurisdiction 
of  his  contracts  touching  houses,  lands,  leasehold  estates, 
or  farming  interests.  ...  I  do  not  perceive  that  either  by 
the  law  of  the  association,  by  the  law  of  the  land,  or  by 
submission  to  its  jurisdiction,  the  Board  of  Brokers  has  ac- 
quired any  right  to  arbitrate  and  settle  the  matters  in  dis- 
pute between  the  plaintiff  and  Mr.  Beuben  Manley,  Jr. 
The  courts  of  law  are  open  to  Mr.  Manley  to  vindicate  his 
rights  and  to  redress  any  wrongs  done  to  him.  But  the  Board 
of  Brokers  cannot  erect  itself  into  a  tribunal  for  this  pur- 
pose. The  plaintiff  has,  in  my  opinion,  a  clear  right  to  the 
protection  of  a  court  of  equity.  He  has  a  valuable  interest 
in  his  membership  in  the  board,  which  cost  him  $2,000.  He 
has  an  interest,  in  common  with  his  fellow-members,  in  the 
accumulated  funds  of  the  association,  and  in  the  claim  which 
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he  would  have,  in  case  of  necessity,  upon  the  fund  set  apart 
to  aid  poor  or  distressed  members  or  their  families  whom 
the  board  may  think  proper  to  assist.  He  has  a  right,  also, 
to  be  protected  in  his  good  name  and  reputation  from  unau- 
thorized proceedings  against  him,  in  which  he  cannot  have 
the  assistance  of  a  court  of  law  to  compel  the  attendance 
of  witnesses  or  to  obtain  testimony  from  abroad."^ 

A  related  question  is  that  of  the  exercise  of  jurisdiction 
by  a  committee  of  the  Exchange,  over  a  matter  arising  on 
tile  Exchange,  but  beyond  the  jurisdiction  conferred  upon 
the  committee  by  the  by-laws.  A  determination  made  in 
the  exercise  of  such  unwarranted  jurisdiction  is  wholly 
nugatory  and  will  not  be  regarded  by  the  courts.^  Accord- 
ingly a  committee  empowered  to  pass  upon  the  regularity 
and  genuineness  of  the  form  of  securities  dealt  in,  has  no 
jurisdiction  to  adjudge  the  legal  rights  of  the  parties  to  a 
transaction  where  the  regularity  or  genuineness  of  the  se- 
curities are  not  involved,  and  if  it  relieves  a  vendee  from 
the  obligations  of  a  contract  of  sale,  enforceable  in  law,  the 
determination  will  be  set  aside  bv  the  courts.' 

(e.)  Members   not  Bound  by  Rules  which  Prevent  Recourse  to 

Courts  of  Laiv, 

This  subject  is  closely  connected  with  that  which  has  been 
briefly  discussed  under  the  preceding  subdivision. 

*  Examine,  in  this  connection,  under  the  charter  or  by-laws  of  an 
rule  of  Stock  Exchange  as  to  paying  incorporated  Exchange  to  deter- 
debts,  submitting  differences,  etc.  mine  who  was  the  owner  of  a  dis- 

*  Morris  vs.  Grant,  34  Hun,  377;  puted  right  of  membership,  a  mem- 
Sawyer  vs.  Gruner,  17  N.  Y.  Supp.  ber  is  not  guilty  of  improper  con- 
465.  duct  warranting  his  expulsion  for 

"Morris  vs.  Grant,  supra.  So,  resorting  to  the  courts  to  prevent 
too,  where  there  was  no  jurisdiction  the  corporation  from  disposing  of 
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It  is  a  well-recognized  principle  of  law  appertaining  to 
incorporated  bodies  that  where  their  by-laws  prohibit  the 
members  from  pursuing  their  legal  remedies  beyond  the 
jurisdiction  of  the  corporation,  such  by-laws  are  void.*  The 
theory  being  that  no  power  less  than  that  of  the  Legislature 
can  exclude  the  subject  or  citizen  from  his  right  to  legal 
redress.^ 

There  is  no  substantial  reason  why  this  principle  should 
not  be  applied  to  the  by-laws  or  rules  and  regulations  of 
unincorporated  associations,  and  the  precedents  are  directly 
that  way. 

In  Austin  vs.  Searing "  the  question  discussed  was  as  to 
the  validity  of  a  by-law  which  undertook  to  confer  judicial 
powers  upon  a  body  of  officers  of  the  association,  with  power 
to  adjudicate  upon  alleged  violations  of  rules,  and  to  de- 
cree a  forfeiture  of  the  rights  to  such  property  as  the 
parties  violating  the  rules  were  possessed  of  as  members  of 
the  association.  The  court  said :  ^'  But,  were  it  distinctly 
averred  that  the  defendants  had  subscribed  the  constitution 
of  the  grand  as  well  as  of  the  subordinate  lodge,  I  should 
still  be  of  the  opinion  that  public  policy  would  not  admit 
of  parties  binding  themselves  by  such  engagements.  The 
effect  of  some  of  the  provisions  of  these  constitutions  is  to 
create  a  tribunal  having  power  to  adjudicate  upon  the 
rights  of  property  of  all  the  members  of  the  subordinate 
lodges,  and  to  transfer  that  property  to  others  ;  the  mem- 
such  a  right  claimed  by  him.  Peo-  Ballard  vs.  Bemiett,  2  Burr.  778; 
pie  ex  rel.  Elliott  vs.  New  York  Middleton's  Case,  Dyer,  333  (a); 
Cotton  Exchange,  8  Hun,  216.  State  ex  rel.  Kennedy  vs.  Union 

^  Ang.dc  Ames  on  Corp.  (11th  ed.)  Merchants'  Exchange,  2  Mo.  App. 
§341.  96,  at  p.  101. 

'  Player  vs.  Archer,  2  Sid.  121 ;  » 16  N.  Y.  123;  s.  c.  annotated,  69 
London  vs.  Bemardiston,  1  Lev.  14 ;  Am.  Dec.  670. 
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bers  of  this  tribunal  being  liable  to  constant  flactiiationSy 
and  not  subject  in  any  case  to  the  selection  or  control  of 
the  parties  upon  whose  rights  they  sit  in  judgment." 

To  create  a  judicial  tribunal  is  one  of  the  functions  of 
the  sovereign  power ;  and  although  parties  may  always  make 
such  tribunal  for  themselves,  in  any  specific  case,  by  a  sub- 
mission to  abitration,  yet  the  power  is  guarded  by  the  most 
cautious  rules.  A  contract  that  the  parties  will  submit 
confers  no  power  upon  the  arbitrator;  and,  even  where 
there  is  an  actual  submission,  it  may  be  revoked  at  any 
time.  The  law  allows  the  party  up  to  the  last  moment  to 
ascertain  whether  there  is  not  some  covert  bias  or  prejudice 
on  the  part  of  the  arbitrator  chosen.  It  would  hardly 
accord  with  this  scrupulous  care  to  secure  fairness  in  such 
cases  that  parties  should  be  held  legally  bound  by  an  en- 
gagement, hy  which  the  most  extensive  judicial  powers  are 
conferred  upon  bodies  of  men  whose  individual  members 
are  subject  to  continual  fluctuations.^ 

So,  in  the  case  of  Heath  vs.  President  of  the  Gk>ld  Ex- 
change,^ the  effect  of  a  clause  in  the  constitution  of  an  un- 
incorporated association  was  considered,  providing  that  ^4t 
shall  be  the  duty  of  said  committee  (arbitration)  to  take 
cognizance  of,  and  exercise  jurisdiction  over,  all  claims  and 
matters  of  difference  between  the  members  of  the  board, 
and  their  decision  shall  be  binding."  The  plaintiff,  at  the 
commencement  of  his  action,  was  a  member  of  the  Gk>ld 
Exchange,  and  sought  to  restrain  the  defendant,  by  injunc- 
tion, from  proceeding  to  hear  and  determine,  under  such 

'  See  also  White  vs.  Brownell,  3  nis  vs.  Kennedy,  19  Barfo.  (N.  Y.) 

Ab.  Pr.  (n.  s.)  318;  s.  c.  on  appeal,  527. 

4  id.  162, 198;  Savannah  Cotton  Ex-  «  7  Ab.  Pr.  (n.  s.)  261. 
change  vs.  State,  54  Ga.  668;  Den- 
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claose,  a  dispute  between  himself  and  other  members  of  the 
body.  Subsequent  to  the  suit,  and  before  the  argument  for 
a  perpetual  injunction  had  been  heard,  the  plaintiff  resigned 
his  membership  in  the  Exchange. 

It  was  held :  1.  That  before  a  member  could  be  bound 
by  the  constitution  and  by-laws  of  such  a  body,  it  must  ap- 
pear that  he  personally  assented  to  the  same.^  2.  That  the 
most  that  could  be  claimed  for  the  arbitration  clause  in 
question  was,  that  it  should  have  the  same  force  and  effect 
as  an  agreement  in  writing,  made  by  persons  to  submit  to 
the  decision  of  one  or  more  arbitrators  any  controversy 
existing  between  them,  and  that  the  plaintiff  had  the  right 
to  revoke  and  annul  the  power  to  arbitrate ;  that  by  resign- 
ing from  the  board  this  was  conclusively  established ;  and 
that  any  attempt  afterwards  to  arbitrate  claims  by  the 
board  was  null. 

The  decision  was  placed  upon  the  ground  that  the  enforce- 
ment of  arbitration  agreements  was  against  public  policy ; 
and  that,  as  courts  of  justice  are  presumed  to  be  better 
capable  of  administering  and  enforcing  the  real  rights  of 
the  parties  than  mere  private  arbitrators,  such  agreements 
would  not  be  enforced  either  in  law  or  equity.' 

^  Austin  vs.  Searing,  16  N.  Y.  112.  MitcheU  vs.  Harris,  2  Ves.  Jr.  129, 
But  see  as  to  this  White  vs.  Brow-  and  N.  Sumner's  ed.;  Simmons  vs. 
nell,  4  Ab.  Pr.  (n.  s.)  162,  193.  Monier,  29  Barb.  419;  Smith  vs. 

'The  following  cases  were  cited  Compton,  20  id.  262.  See  also 
on  the  last  point:  Russell's  Arbitrar  State  ex  rel.  Kennedy  vs.  Union 
tor,147; 2 Story Eq.Jur.  §1457;  lid.  Merchants'  Exchange,  2  Mo.  App. 
§607;KinvB.Holli8ter,  1  Wils.  129;  101,  and  the  many  cases  cited 
Street  vs.  Rigby,  6  Ves.  818;  Agar  in  2  Am.  &  Eng.  Ency.  of  Law  (2d 
vs.  Macklew,  2  Sim.  <&  S.  418;  Mihies  ed.),  570. 

vs.  Gery,  14  Ves.  408;  Thompson  vs.  The  distinction  attempted  in  the 
Chamock,  8  Term,  139;  Haggart  vs.  case  of  Farmer  vs.  Board  of  Trade, 
Morgan,  5  N.  Y.  (1  Seld.)  422.  See  78  Mo.  App.  567,  that  the  associa- 
also  Lloyd  vs.  Loaring,  6  Ves.  772;  tion  may  rijghtfully  enforce,  not  the 
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Upon  this  question  of  the  right  of  a  member  to  apply  to 
the  courts,  there  is  another  article  of  the  constitution  of  the 
New  York  Stock  Exchange  which  is  important  to  be  con- 
sidered. 

By  the  22d  article  ^  of  that  constitution  it  is  declared  that 
"  any  member  of  the  Stock  Exchange  who  shall  himself,  or 
whose  partner  or  partners  shall,  apply  for  an  injunction  or 
legal  instrument  restraining  any  oiiicer  or  committee  of  the 

agreement  to  arbitrate,  but  the  an  unincorporated  Board  of  Trade 
penalty  of  expulsion  for  refusal. to  and  by-laws  pursuant  thereto,  au- 
arbitrate,  is  not  unsound  and  that  thorizing  and  indeed,  requiring  the 
case  itself  is  opposed  to  the  earlier  settlement  of  all  questions  of  dis- 
ease in  the  same  state.  Cf .  State  pute  between  members,  by  commit- 
ex  rel.  Kennedy  vs.  Union  Mer-  tees  of  arbitration,  was  judicially 
chants'  Exchange,  2  Mo.  App.  96.  commended  in  Vaughn  vs.  Hemdon, 
It  has  been  said  by  an  able  judge  91  Tenn.  64,  ''as  wise  legislation, 
that  it  was  difficult  to  assign  any  that  will  operate  to  prevent  much 
good  reason  at  this  day  why  an  needless  and  expensive  litigation  as 
executory  contract  for  the  amicable  well  as  promote  the  welfare  of  corn- 
adjustment  of  any  differences  that  merce,  if  correctly  enforced." 
may  arise,  either  by  arbitration  or  The  fact  that  a  member  is  given 
otherwise,  made  by  parties  standing  by  the  by-laws  an  opportunity  to 
upon  an  equal  footing  and  intelli-  arbitrate  or  conciliate  his  differ- 
gently  and  deliberately,  should  not  ences  where  a  complaint  has  been 
stand  and  the  parties  made  to  abide  made,  before  it  shall  be  referred  to 
by  it  and  the  judgment  of  the  tri-  the  board  of  managers,  does  not 
bunal  of  their  choice,  and  that  the  make  the  by-law  under  which  the 
tendency  of  the  more  recent  deci-  complaint  is  made  coercive  or  in- 
sions  is  to  narrow  rather  than  en-  valid  as  repugnant  to  public  policy 
large  the  operation  and  effect  of  on  the  ground  that  it  gives  the 
prior  decisions.  The  rule  that  an  board  power  to  punish  only  when 
agreement  to  arbitrate  all  questions  the  member  refuses  to  arbitrate, 
that  may  arise  will  not  oust  the  Such  a  by-law  does  not  compel  the 
courts  of  jurisdiction,  is  not  to  be  member  to  submit  to  arbitration 
extended  or  applied  to  new  cases  but  permits  him  to  do  so  or  not  as 
not  coming  within  the  letter  and  he  chooses.  InreHaeblervs.  N.  Y. 
spirit  of  previous  decisions.  Allen,  Produce  Exchange,  149  N.  Y.  414; 
J.,  in  President,  etc.,  Del.  &  Hudson  Hurst  vs.  N.  Y.  Produce  Exchange, 
Canal  Co.  vs.  Pa.  Coal  Co.,  50  N.  Y.  100  N.  Y.  605;  s.  c.  fully  reported,  1 
250,  at  258-259.  *  Cent.  Rep.  260. 
And  a  provision  in  the  charter  of  ^  This  article  has  been  rescinded. 
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Exchange  from  performing  his  or  its  duties  under  the  con- 
stitation  and  by-laws,  shall  by  that  act  cease  to  be  a  mem- 
ber of  the  association." 

The  general  effect  and  meaning  of  a  provision  similar  to 
the  above  has  been  before  the  courts  on  several  occasions. 
If  the  intention  of  the  enactment  is  to  prevent  a  member 
from  appealing  to  the  courts  from  an  arbitrary  and  illegal 
decision  against  his  rights  and  privileges  as  a  member  of  an 
association,  which  he  otherwise  would  be  deprived  of,  it 
seems  that  such  provision  would  be  abortive  and  illegal.^ 

In  the  case  of  Sewell  vs.  Ives,  heretofore  referred  to,'  this 
provision  was  invoked  by  the  Exchange  against  the  plain- 
tiff, but  the  court  passed  it  without  notice,  and  determined 
the  case  upon  other  grounds.  So,  in  Leech  vs.  Harris,^  it  was 
said :  "  It  is  not  alleged  that  he  has  in  any  manner  offended 
against  the  rights  or  interests  of  the  Board  of  Brokers,  or 
failed  in  his  duty  as  a  member  thereof,  unless  his  refusal  to 
submit  to  its  claim  of  authority  in  this  case  can  be  construed 
into  an  offence  against  his  duty  as  a  member  of  the  board. 
If  he  is  right  in  resisting  the  authority  which  the  board 
claims  over  him,  then  he  has  committed  no  offence  against 
his  duty  as  a  member.  In  such  case  his  right  of  self- protec- 
tion justifies  him  in  his  action,  and  he  more  faithfully  dis- 

*  Austin  vs.  Searing,  16  N.Y.  123;  pie  ex  rel.  ElUott  vs.  New  York 

Heath  vs.  President,  etc.,  of  Gold  Cotton    Exchange,    8    Hun,    216. 

Exchange,  7  Ab.  Pr.  (n.  s.)  251;  And    where    the    rules    provide    a 

White  vs.  Brownell,  4  Ab.  Pr.  (n.  s.)  remedy  which  does  not  assume  to 

162.  exclude    the    jurisdiction    of    the 

A  member  is  not  guilty  of  "im-  courts,    the    parties    to    contracts 

proper    conduct"    warranting    his  made  with  reference  to  such  rules 

expulsion,  in  appljring  for  an  in>  are  not  to  be  restricted  to  the  rem- 

junction  restraining  the  Exchange  edy  so  provided.    Clews  vs.  Jamie- 

from  proceeding  in  a  matter  over  son,  182  U.  S.  461,  at  p.  495. 

which,  under  its  charter  and  by-  'Ante,  p.  80. 

laws,  it  had  no  jurisdiction.    Peo-  '  2  Brews.  (Pa.)  571. 
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charges  his  duty  as  a  member  of  the  board  in  resisting  its 
enoroachments  than  be  would  in  submitting  to  its  unlawful 
authority.  He  becomes  not  only  the  vindicator  of  his  own 
rights,  but  the  vindicator  and  defender  of  the  rights  of  every 
member  of  the  board,  and  of  the  well-being  and  integrity  of 
the  board  itself." 

The  English  courts  have  also  emphatically,  through 
James,  L.  J.,*  endorsed  this  view.  "  The  Stock  Exchange  is 
not  an  Alsatia.  The  Queen's  laws  are  paramount  there,  and 
the  Queen's  writ  runs  even  in  the  sacred  precincts  of  Capel 
Court." 

But  where  the  association,  in  expelling  or  disciplining  a 
member,  acts  within  the  sphere  of  its  authority  in  enforcing 
rules  which  are  not  contrary  to  law  or  public  policy,  the 
courts  will  not  interfere.' 

So  where  a  member  of  a  Stock  Exchange  signs  or  agrees  to 
a  constitution  in  which  is  contained  a  provision  referring  all 
differences  between  members  to  an  Arbitration  Committee, 
and  such  committee  proceeds  in  the  mode  pointed  out  by  the 
organic  law,  giving  full  notice  and  ample  opportunity  to  be 
heard,  it  has  been  held  that  a  member  is  bound  by  the  result, 
and  a  court  will  not  interfere  in  the  matter.^ 

In  the  case  of  Sonneborn  vs.  Lavarrello  *  the  plaintiff  and 
defendants,  members  of  the  New  York  Produce  Exchange, 
had  voluntarily  submitted  to  the  Arbitration  Committee  there- 

'  Ex  parte  Sa£fery,  4  L.  R.  Ch.  D.  parties  are  simply  left  as  they  were, 

561.  and  one  of  them  may  sue  the  other 

'  See  cases  cited,  ante,  under  sub.  in  the  courts.    There  should  be  rea- 

(&.)  of  §  8,  ch.  2;  Vaughn  vs.  Hem-  sonable  certainty  in  an  award  to 

don,  91  Tenn.  64.  make  it  conclusive  upon  the  rights 

'  But  if  the  committee    on  ap-  of  the  parties.     Redmond  vs.  Bed- 
peals,    of    the   Chicago    Board    of  ford,  40  111.  267. 
Trade,  simply  reverses  an  award  of       *  2  Hun  (N.  Y.),  201. 
the  committee  on  arbitration,  the 
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of  (chosen  in  pursuanoe  of  §  5  of  ch.  359,  Laws  of  1862)  a  dis- 
pute arising  out  of  a  transaction  in  petroleum.  The  com- 
mittee having  decided  in  favor  of  the  defendants,  the  plain- 
tiffs brought  this  action  to  restrain  them  from  entering 
judgment  on  the  award,  on  the  grounds  that  the  arbitra- 
tors had  not  been  sworn,  and  that  they  had  received  ille- 
gal evidence.  It  was  held  that  the  plaintiffs,  by  ap- 
pearing before  the  committee,  making  their  statements, 
discussing  their  case  and  the  whole  controversy,  and  inter- 
posine:  no  objection  to  the  proceedings  in  any  respect,  had 
ZZ  any  «ch  irrsgohriL  on  tte^Lt  of  the  „Stor. 
The  power  to  adjourn  rests  in  the  sound  discretion  of  the 
committee ;  but  its  proceedings  in  this  respect  are  never- 
theless subject  to  review,  and  may  be  annulled  if  it  appear 
that  the  discretion  has  been  abused.^ 

So  when  a  member  of  the  New  York  Stock  Exchange 
cited  by  another  member  to  account  for  a  sum  of  money 
claimed,  voluntarily  pays  the  same  with  full  knowledge  of 
all  the  facts,  he  cannot  recover  back  the  money.  Fear  of 
the  Arbitration  Committee  before  which  the  claim  was  ad- 
justed is  not  duress.' 

^  See  alao  Lafond  vs.  Deems,  81  to  settle  business  disputes  between 
N.  Y.  507,  at  514,  per  Miller,  J.  In  its  members  under  its  by-laws."  Id. 
aibitrations  generally  the  refusal  of  The  case  of  Vaughn  vs.  Hemdon,  91 
the  arbitrator  to  hear  testimony,  Tenn.  64,  does  not  conflict  with  this 
pertinent  and  material,  is  sufficient  view,  as  a  reading  merely  of  its 
to  set  aside  the  award.  Halsted  vs.  headnote  might  indicate. 
Seaman,  82  N.  Y.  27;  s.  c.  37  Am.  » Quincey  vs.  White,  63  N.  Y. 
Rep.  536.  And  this  also  is  the  rule  370;  reversing  5  Daly,  32.  Nor  is  a 
appertaining  to  the  trial  of  disputed  payment  made  under  an  unfounded 
questions  before  committees  of  Ex-  fear  that  the  board  of  managers 
changes.  Ryan  vs.  Cudahy,  157  would  order  suspension  in  case  of 
HI.  108,  at  p.  120.  See  Waite  vs.  non-payment,  recoverable,  when, 
Bartlett,  17  Chic.  L.  J.  636,  and  in  fact,  the  board  had  no  juris- 
artideon'' Power  of  Board  of  Trade,   diction  or  authority  at  all  in  the 
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But  in  a  recent  case  in  which  plaintiffs  sought  to  enjoin  the 
Chamber  of  Commerce  of  the  city  of  Milwaukee  from  ex- 
pelling or  suspending  them,  it  was  h^ld  that  if  the  board  of 

matter.      Sawyer  vs.    Gruner,    17  an  averment  that  the  defendant  had 

N.   Y.   Supp.   465.     In   Scott   vs.  been,  and  always  was,  ready  to  refer 

Avery  (5  House  of  Lords  Cas.  845),  the   matter   to   arbitration.    That 

the  Lord  Chancellor  (Cranworth),  was  held  to  be  a  bad  plea,  upon  the 

after  stating  the  nature  of  the  ac-  ground  that  a  right  of  action  had 

tion  and  the  pleadings,  said,  ''There  accrued,  and  that  the  fact  that  the 

is  no  doubt  of  the  general  principle  parties  had  agreed  that  the  matter 

which  was  argued  at  your  lordship's  should  be  settled  by  arbitration  did 

bar,  that  parties  cannot  by  contract  not   oust   the  jurisdiction   of   the 

oust  the  ordinary  courts  of  their  ju-  courts. 

risdiction.  That  has  been  decided  "Just  about  the  same  time  oc- 
in  many  cases.  Perhaps  the  first  curred  a  case  in  the  Court  of  Corn- 
case  I  need  refer  to  was  a  case  de-  mon  Pleas,  when  that  court  was  pre- 
cided  about  a  century  ago — Kill  \'s.  sided  over  by  Lord  Eldon — the  case 
Hollister  (1  Wils.  129).  That  was  of  Tattersall  vs.  Groote  (2  Bos.  &  P. 
an  action  on  a  policy  of  insurance,  131).  That  was  an  action  by  the 
in  which  there  was  a  clause  that,  in  administratrix  of  a  deceased  partner 
case  of  any  loss  or  dispute,  it  should  against  a  sur\'iving  partner  for  not 
be  referred  to  arbitration.  It  was  naming  an  arbitrator,  pursuant  to  a 
decided  there  that  an  action  would  covenant  in  the  deed  of  partnership, 
lie,  although  there  had  been  no  ref-  To  that  action  there  was  a  demurrer, 
erence  to  arbitration.  and  the  demurrer  was  allowed.  But 
"Then,  after  the  lapse,  of  about  that  case,  I  think,  can  afford  very 
half  a  century,  occurred  a  case  be-  little  authority  in  the  present  action, 
fore  Lord  Kenyon,  and,  from  the  or  in  actions  similar  to  the  present, 
language  that  fell  from  that  learned  because  there  the  covenant  was 
judge,  many  other  cases  had  proba-  only  that  if  any  dispute  arose  be- 
bly  been  decided  which  are  not  re-  tween  the  partners,  they  would 
ported;  but  in  the  time  of  Lord  name  an  arbitrator.  One  of  the 
Kenyon  occurred  the  case  which  is  partners  died,  and  his  administra- 
considered  the  leading  case  upon  trix  brought  an  action,  and  Lord 
this  subject,  the  case  of  Thompson  Eldon  pointed  out  that  the  cove- 
vs.  Chamock  (8  T.  R.  139).  That  nant  did  not  apply  to  a  case  where 
was  an  action  upon  a  charter-party  one  of  the  partners  was  dead  and  an 
in  which  there  was  a  stipulation  action  was  brought  by  his  repre- 
that  if  any  difference  should  arise  it  sentatives.  Therefore,  in  truth, 
should  be  referred  to  arbitration,  that  amounts  to  no  decision  what- 
That  clause  was  pleaded  in  bar  to  ever  upon  the  general  question, 
the  action  which  had  been  brought  There  was  then  a  cajse  before  Sir 
upon  a  breach  of  the  covenant  with  Lloyd  Kenyon  at  the  RoUs,  of  Half- 
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arbitrators  went  outside  the  scope  of  the  submission  or 
were  guilty  of  palpable  misconduct,  their  award  was  de- 
fective for  jurisdictional  error.* 

In  that  case  a  temporary  injunction  was  granted.  When 
a  statute  under  which  a  Chamber  of  Commerce  was  organ- 
ized conferred  upon  it  the  right  to  make  membership  con- 
ditional upon  the  submission  of  business  disputes  to  arbi- 
tration, a  by-law,  providing  for  expulsion  if  a  member  did 
not  submit  a  business  dispute  to  arbitration,  is  not  against 
public  policy  nor  does  it  oust  the  court  of  jurisdiction.' 

A  dispute  between  an  association  and  a  party  claiming  to 
be  a  member,  as  to  whether  such  party  is  a  member  or  not, 
is  not  a  dispute  between  the  association  and  such  a  person, 
as  member,  and  consequently  is  not  a  case  within  a  by-law, 
or  statutary  provision  requiring  disputes  between  a  mem- 
ber and  the  society  to  be  decided  by  arbitration.^    And 

hide  vs.  Fezming  (2  Bro.  C.  C.  336),  not  enter  into  a  contract  which 

in  which  he  held  a  different  doc-  gives  rise  to  a  right  of  action  for  the 

trine.     That  was  a  bill  for  an  ac-  breach  of  it,  and  then  withdraw 

count  of  partnership  transactions,  such  a  case  from  the  jurisdiction 

The  plea  to  that  bill  was  that  the  of    the    ordinary    tribunals.     But 

articles    contained    an    agreement  surely  there  can  be  no  principle  or 

that  any  difference  which  should  policy  of  the  law  which  prevents 

arise  should  be  settled  by  arbitra-  parties  from  entering  into  such  a 

tion,  and  the  Master  of  the  Rolls  contract  as  that  no  breach  shall  oc- 

allowed   that   plea.     But   I   think  /Cur  until  after  a  reference  has  been 

that  case  cannot  be  relied  upon,  be-  made  to  arbitration.     It  appears  to 

cause  it  has  been  universally  treated  me  that,  in  such  cases  as  that,  the 

as  having  proceeded  upon  an  erro-  policy  of  the  law  is  left  untouched." 

neous  principle.     There  is  no  doubt  ^  Bartlett  vs.  Bartlett,  93  N.  W. 

that  where  a  right  of  action  has  ac-  473. 

crued,  parties  cannot  by  contract  'Evans  vs.  Chamber  of  Com- 
say  that  there  shall  not  be  jurisdic-  merce  of  Minneapolis,  91  N.  W.  8. 
tion  to  enforce  damages  in  respect  *  Prentice  vs.  London,  L.  R.  10  C. 
to  that  right  of  action.  Now,  this  P.  679.  Nor  can  an  Exchange, 
doctrine  depends  upon  the  general  under  its  power  of  "adjusting  con- 
policy  of  the  law,  that  parties  can-  troversies  between   its   members" 
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where  the  trustees  or  officers  of  an  association  deny  the 
right  of  a  person  to  be  a  member  of  the  society,  they  are 
estopped  from  saying  that  the  dispute  is  one  between  the 
parties,  (u  members^  within  the  rule.^  The  matters  in 
dispute,  which  are  the  subject  of  reference  and  decision 
under  the  constitution  and  by-laws  of  associations  and  in- 


and  of  "inculcating  just  and  equita-  bers  traded  with  each  other  after 
ble  principles  of  trade/'  and  in  the  the  regular  session,  he  continued,  as 
absence  of  any  reserved  right,  try  he  had  theretofore  done,  to  trade 
the  title  to  a  disputed  membership  in  the  ''Curb,"  and  at  the  instance 
claimed  by  one  member  under  a  bill  of  the  committee  on  irregular  trad- 
of  sale  from  another,  and  expel  him  ing,  was  arrested,  charged  with 
for  refusing  to  abide  by  its  deci-  trespass,  and  subsequently  acquit- 
sion.  ''He  had  no  controversy  ted.  In  an  action  for  damages  for 
with  any  member  or  officer.  He  malicious  prosecution,  it  was  held 
said  simply:  'You  cannot  sell  the  that  the  right  of  plaintiff  to  mem- 
membership  because  it  belongs  to  bership  could  not  be  determined  in 
me,  and  I  do  not  admit  your  au-  that  action.  If  his  application  for 
thority  to  dispose  of  my  rights  in  membership  were  improperly  re- 
regard  to  it.'  .  .  .  There  is  no  jected,  the  courts  were  open  to  him 
provision  in  the  by-laws  for  the  in  a  proper  action,  but  even  if  this 
trial  of  the  title  to  a  seat,  and  there  were  done,  he  could  not  go  upon  the 
is,  therefore,  on  refusing  to  submit  premises  until  his  right  was  estab- 
to  the  decision,  no  violation  of  the  lished  by  a  competent  court, 
by-laws."  People  ex  rel.  Elliott  *  Prentice  vs.  London,  L.  R.  10 
vs.  N.  Y.  Cotton  Exchange,  8  Hun,   C.  P.  679. 

216.  On  the  other  hand,  if  one  not  a 

In  Babcock  vs.  Merchants'  Ex-  member  often  visits  the  Board  of 
change  of  St.  Louis,  159  Mo.  381,  it  Trade  on  a  visitor's  ticket,  and  deals 
appeared  that  plaintiff,  who  was  a  with  another  as  if  he  were  a  mem- 
Broker,  and  had  deskroom  in  the  ber,  he  is  estopped  from  denying  that 
Exchange  building,  with  tenants  of  he  is  a  member,  and  he  is  bound  by 
the  Elxchange,  who  were  not  mem-  the  board's  rules  and  customs.  Chi- 
bers  thereof,  purchased  from  a  cago  vs.  Tilton,  87  111.  547.  And  a 
member  his  certificate  of  member-  non-member  cannot  enjoin  an  Ebc- 
ship,  but  the  Exchange  had  refused  change  from  fining  one  of  its  mem- 
to  permit  him  to  become  a  member,  bers  for  breach  of  a  rule  prohibiting 
Thereafter,  notwithstanding  a  reso-  members  from  dealing  with  non- 
lution  of  the  Exchange,  excluding  members.  Downes  vs.  Bennett,  63 
non-members  from  the  "Curb,"  a  Kan.  653L 
portion  of  the  building  where  mem- 
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corporations,  as  a  general  rule,  are  only  such  matters  as 
are  in  dispute  between  the  society  and  its  members,  aa 
members^  and  not  extraneous  matters  of  any  kiud.  Thus, 
where  a  building  society  loaned  money  to  a  member  on 
mortgage  of  leasehold  property,  and  the  member  cove- 
nanted to  observe  and  fulfil  the  rules  of  the  society,  and 
also  to  pay  the  rent  reserved  by  the  lease,  and  the  trustees 
of  the  society  sued  for  breaches  of  both  those  covenants, 
it  was  held  that  as  some  part  of  the  plaintiff's  claim  was 
not  a  matter  in  dispute  between  the  society  and  the  de- 
fendant, 08  member^  but  only  as  mortgagor^  the  society  was 
not  bound  by  its  rule  to  refer  to  arbitration  the  subject- 
matter  of  the  action.^ 

^  Morrison  vs.  Glover,  4  Ex.  430,  in  such  an  action  was  denied  (Ex 
It  is  not  an  unusual  thing  for  the  parte  Payne,  5  D.  &  L.  679).  The 
statutes  incorporating  associations  same  is  true  under  the ''Act  to  Con- 
to  oust  the  jurisdiction  of  ordinary  solidate  and  Amend  the  Laws  rela- 
tribunals,  and  to  refer  all  disputes,  tive  to  Savings-banks''  (0  Geo.  IV. 
ettiier  between  the  members  them-  c.  92,  §  45),  by  which  it  was  pro- 
selves  or  between  the  members  and  vided  that  any  dispute  arising  be- 
the  association  thereof,  to  certain  tween  the  bank  and  the  depositor 
persons  or  classes  of  persons  named  should  be  decided  by  arbitrators 
by  the  statute,  whose  jurisdiction  is  appointed  in  the  manner  provided 
exclusive  and  whose  decision  is  final,  by  the  statute.  It  was  held  that 
Thus,  the  statute  of  6  <&  7  William  the  right  of  a  depositor  to  bring  an 
IV.  c.  32,  incorporating  the  provi-  action  in  a  court  of  law  for  any  mat- 
sions  of  10  Geo.  IV.  c.  56,  relating  ter  coming  within  the  purview  of  the 
to  the  formation  of  friendly  socie-  provisions  of  the  statute  was  barred 
ties,  provides  that  rules  shall  be  by  the  statute;  and  it  was  held  that 
made  by  such  societies  directing  the  language  of  the  statute,  i^diich 
whether  disputes  shall  be  settled  was  that  'Hhe  matter  so  in  dispute 
either  by  justices  of  the  peace  or  by  tfhaU  be  referred,"  etc.,  gave  the  ar- 
aibitrators;  and,  when  rules  have  bitrators  an  exclusive,  and  not 
been  adopted  to  that  effect,  it  has  merely  concurrent,  jurisdiction 
been  held  that  any  decision  made  (Crisp  vs.  Bunbury,  8  Bing.  394). 
by  such  justices  of  the  peace,  or  by  (This  45th  section  of  the  act  is 
such  arbitrators,  was  final,  and  a  omitted  in  the  edition  of  the  Stat- 
nile  for  a  mandamus  to  compel  the  utes  of  1875.)  So  in  the  Act  rela- 
judge  of  the  county  court  to  proceed   tive  to  Loan  Societies  (5  &  6  Wm. 
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IX«  Liability  of  Seats  in  Exchange  to  Legal  Process. 

The  general  nature  of  seats  in  an  unincorporated  Stock 
Exchange  has  already  been  considered  in  Section  V.  of  this 
chapter,  and  we  have  seen  that  its  members  have  no  sepa- 
rate or  severable  interest  in  its  property,  and  no  right  to 
call  for  an  account  of  the  same,  or  its  accumulations,  with 
a  view  of  dividing  it,  as  in  the  case  of  ordinary  partners. 

The  question  now  is,  as  to  the  right  of  outside  creditors 
to  attach  or  seize  this  seat,  upon  attachment  or  execution, 
to  satisfy  their  claims.^ 

rV.  c.  23,  §  8),  it  was  provided  that  tration,  but  that  it  was  against  the 
all  notes  and  securities  entered  into  policy  of  the  law,  as  shown  by  the 
for  the  payment  of  loans  might  be  statute,  to  drag  the  disputes  of 
prosecuted,  upon  default,  by  the  friendly  benefit  societies  into  the 
treasurer;  and  that  it  should  be  law-  courts,  etc.  (Thompson  vs.  Planet 
ful  for  one  or  more  justices  of  the  Benefit  Building  Soc.,  15  L.  R. 
peace  to  summon,  etc.,  the  person  Eq.  333).  But  the  jurisdiction  of 
complained  of,  etc.  In  construing  the  superior  courts  is  only  to  be 
this  statute,  it  was  held  that  the  ousted  by  express  words,  or  by 
jurisdiction  of  the  higher  courts  necessary  implication  (Gates  vs. 
was  ousted,  if  not  by  the  express  Knight,  3  T.  R.  442;  Crisp  vs.  Bun- 
words  of  the  statute,  at  least  by  bury,  8  Bing.  394;  and  Albon  vs. 
implication  (Timms  vs.  Williams,  3  Pyke,  supra). 
Q.  B.  413;  but  see,  contra,  Albon  vs.  *  The  rules  of  the  New  York 
Pyke,  4  M.  &  G.  421,  and  note,  426).  Stock  Exchange  provide  as  follows, 
And  where  a  bill  in  equity  was  in  relation  to  seats: 
brought,  by  a  holdex  of  shares  in  a  Art.  XIII.  §  1,  states  the  qualifi- 
building  society,  against  the  society  cation  of  the  member.  Art.  XI. 
and  its  directors,  for  misconduct,  §  1,  subd.  2,  provides  for  the  admis- 
and  praying  a  declaration  that  the  sion  of  members  by  two  thirds  of  the 
plaintiff  was  not  bound  by  certain  committee  on  admissions.  Any 
rules,  etc.,  it  was  held  that  this  was  member  wishing  to  transfer  his 
a  dispute  for  the  decision  of  which  membership  shall  submit  the  name 
arbitrators  were  the  proper  author-  of  the  proposed  transferee  to  the 
ity  under  the  statute  of  the  socie-  Gommittee  on  Admissions;  and,  on 
tys'  incorporation  (6  &  7  Wm.  IV.  c.  the  approval  of  two  thirds  of  said 
32"^;  and  that  it  was  not  only  pro-  committee,  the  transfer  may  be 
vided  by  the  statute  that  such  made,  upon  payment,  out  of  the 
disputes  should  be  referred  to  arbi-  proceeds  of  the  transfer,  of  fines,  as- 
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In  the  first  place,  it  will  be  observed  that,  as  between 
the  owner  or  member  and  the  association,  the  seat  is  re* 
garded,  and  has  been  recognized,  as  a  right  or  property  of 
a  valoable  nature,  subject  to  taxation  as  personal  property/ 
of  which  the  owner  cannot  be  deprived,  except  in  accord- 
ance with  the  rules  of  the  organization,  and  that  a  court 
will  interfere  by  an  injunction,  or  other  appropriate  legal 
remedy,  to  prevent  such  deprivation. 

But,  on  the  other  hand,  it  is  equally  well  settled,  as  we 
have  seen,  that  the  ownership  of  a  seat  in  such  association 
is  not  absolute  and  unqualified,  but  it  is  limited  and  re- 
stricted by  the  rules  of  the  body  issuing  the  same.'  The 
owner  cannot  sell  the  seat  to  a  person  whom  the  body  will 
not  recognize."  He  cannot  devise  or  bequeath  the  same, 
so  that  his  heirs  or  personal  representatives  wiU  be  able  to 
use  and  enjoy  it  as  the  testator  has,  for  the  seat  is  a  mere 
personal  privilege,  dying  with  the  member,  and  not  con- 
taining any  inheritable  qualities/  The  proceeds  of  his  seat, 
it  is  true,  may  belong  to  his  personal  representatives,  but 


seesments  and  unsettled  contracts,  of  the  vendor  subject  to  the  rules 

due  by  the  member  (Art.  XV.),  the  and  conditions  of  the  Exchange, 

balance,  if  any,  to  be  paid  to  the  And,  therefore,  if  a  certificate  of 

member.     Id.     Upon  the  death  of  membership  is  transferred,  the  only 

a  member,  his  membership  may  be  way  the  transferee  can  avail  of  it,  if 

disposed  of  by  said  committee  (.Art.  refused  membership,  is  by  trans- 

XV.    I  7).  f erring  it,   for  a  consideration,  to 

Elaborate  provision  is  also  made  some  person  desiring  membership, 

for  the  suspension  and  readmission  American  Live  Stock  Comm.  Co.  vs. 

and  expulsion  of  members.  Live  Stock  Exchange,  143  111.  210; 

*  See  poet,  p.  163.  Clute  vs.  Loveland,  68  Cal.  254,  and 

'  See  ante,  p.  34.  cases  cited,  ante. 

» White  vs.  Brownell,  3  Ab.  Pr.  (n.  *  White  vs.  BrowneU,  3  Ab.  Pr. 

8.)  318;  Leech  vs.  Harris,  2  Brews,  (n.  s.)   318;   Leech  vs.  Harris,  2 

(Pa.)  571.     Any  disposition  of  the  Brews.  (Pa.)  571. 
seat  ^ves  merely  the  rights  therein 

10 
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the  franchise  or  right  of  exercising  the  occupation  of  Bro- 
ker in  the  Exchange  is  gone. 

Moreover,  a  member  may  be  entirely  deprived  of  the 
benefits  and  value  of  the  seat  by  a  violation  of  the  rules  of 
the  association.^ 

A  seat,  therefore,  in  oue  of  these  bodies,  is  a  species  of 
incorporeal  property— a  personal,  individual  right  to  exer- 
cise a  certain  calling  in  a  certain  place,  but  without  the  at- 
tributes of  descendibility  or  assignability  which  are  charac- 
teristic of  other  species  of  property.^  It  is  not  a  chose  in  ac- 
tion.' It  does  not,  in  New  York,  constitute  the  working 
tools  of  the  member  so  as  to  exempt  it  from  judgment 
creditors,  and  even  if  it  did,  it  would,  under  §  1391  of 
the  Code  of  Civ.  Proc.,  be  exempt  only  to  the  extent  of 
$250.* 

By  far  the  most  numerous  class  of  cases  in  which  the  le- 
gal character  of  seats  has  arisen  are  those  in  which  seats 
have  been  sought  to  be  attached  or  seized  on  execution  by 
creditors  of  an  insolvent  member.  Carrying  out  the  princi- 
ples just  alluded  to,  the  courts  have  uniformly '  held  that  the 

^  Ritterband  vs.  Baggett,  4  Ab.  ber  in  good  standing  may  dbpose  of 

New  Cas.  67,  Sp.  T.     And  the  asso-  his  seat,  subject  to  the  rules, 

ciation  may  then  fill  the  vacancy  or  '  Compare,    as   to    character   of 

not  as  it  pleases.     Belton  vs.  Hatch,  market-stands,  Barry  vs.  Kennedy, 

109  N.  Y.  593.    In  that  case  a  dis-  11  Ab.  Pr.  (n.  s.)  421;  In  re  Emrich, 

tinction  is  made  between  the  case  of  101    Fed.    Rep.   231.    And   as   to 

an  expelled  member  who  is  ineli^-  auction-stand  in  a  real  estate  Ex- 

ble  for  readmission,  and  a  member  change,  McQuillen  vs.  Real  Estate 

who  becomes  honestly  insolvent  and  Exchange,  15  N.  Y.  Supp.  206. 

fails  to  qualify  for  readmission.     In  '  London  and  Canadian  Co.  vs. 

the  former  case  the  member  is  de-  Morphy,  10  Ont.  86. 

prived  of  all  claim  upon  the  associa-  *  Leggett  vs.  Waller,  80  N.  Y. 

tion,  but  in  the  latter,  the  proceeds  Supp.    13. 

of  the  seat  may  be  paid  to  the  mem-  *  See,  however,  Leggett  vs.  Wall- 

ber  after  all  claims  of  the  associa-  ers,  supra, 
tion  are  discharged.    And  a  mem- 
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right  of  a  member  to  a  seat  in  a  Stock  Exohange  cannot 
be  attached  ^  or  seized  on  execution.^ 

By  the  rules  of  the  Philadelphia  Stock  Exchange,  it  was 
provided  that  a  member  might  sell  his  seat  to  any  person 
whom  the  association  should  elect ;  that  the  proceeds  of  such 
sale  shall  belong  to  the  creditors  of  the  owner  who  are  mem- 
bers of  the  association,  and  the  balance,  after  paying  their 
claims,  shall  go  to  the  owner.  The  court  held  that  such 
seat  was  not  properly  subject  to  execution  in  any  form.  It 
was  a  mere  personal  privilege ;  perhaps,  more  accurately,  a 
license  to  buy  and  sell  at  the  meetings  of  the  board.  It  cer- 
tainly could  not  be  levied  on  and  sold  under  SL^./a.  The 
sheriff's  vendee  would  acquire  no  title  which  he  could  en- 

*  Pancoast  vs.  Houston,  Phila.  C.  the    Exchange    having  been  first 

P.  17  Alb.  L.  J.  172;  s.  c.  6  Week,  paid? 

Notes  Cas.  36.     The  court  held  that       In  Bowen  vs.  Bull,  12  N.  Y.  Supp. 

until  all  claims  of  members  were  325,  aff'd  without  opinion,  128  N. 

settled  the  seat  was  the  property  of  Y.  597,  it  appeared  that  an  attach- 

the   Exchange,  and   until   it   was  ment  had  been  issued  against  a  seat 

aliown  that  such  claims  were  settled  in  the  Open  Board  of  Brokers,  and 

or  that  none  existed,  an  attachment  the  court,  without  deciding  whether 

could  not  issue.     It  appeared  that  a  seat  in  thu  stock  exchange  was 

some   claims    existed    against   the  capable  of  attachment,   held  that 

seat,   and  it  might  be  contended  as  there  was  no  proof  of  the  levy,  a 

that  if  no  claims  existed,  the  seat  purchaser  at  a  sheriff's  sale  could 

could  be  attached.     But  in  face  of  not  compel  the  Exchange  to  rec- 

the   rule  of  the  Exchange  that  a  ognize  his  right  to  the  seat. 
member  could  only  sell  his  member-       '  Freeman     on    Executions    (3d 

ship  upon  condition  that  the  pur-  ed.),  p.  422;  Pancoast  vs.  Gowen,  20 

chaser  was  first  ballotted  for  and  Alb.  L.  J.  414;  s.  c.  36  Phil.  Leg.  Int. 

elected,  and  that  aU  claims  of  the  86;  Lowenberg  vs.  Greenebaim,  99 

association  had  been  piud,  this  con-  Cal.  162;  Eliot  vs.  Merchants'  Ex- 

tention  could  hardly  be  sustained,  change,  14  Mo.  App.  235;  Barclay 

Qusre,    Could   an  intending  pur-  vs.  Smith,   107  111.  349;  Fish  vs. 

chaser  at  an  execution  sale,  following  Fiske,    154   Mass.    302.    The   rule 

judgment    upon    the    attachment,  also  prevails  in  Canada.    London 

be  first  ballotted  for  and  elected,  and  Canadian  Loan  Co.  vs.  Morphy, 

and  then  have  a  transfer  of  the  10Ont.Rep.86.   See  also  Habenicht 

0eat  by  the  sheriff,  all  claims  of  vs.  Lissak,  78  Cal.  351. 
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force.  Nor  is  it  within  either  the  words  or  the  spirit  of 
the  act  of  June  16,  1836,  §  35  (  Pamph.  L.  767),  providing 
for  attachment  on  judgments. 

"  Whether,"  says  the  court,  "  the  proceeds  of  the  sale  of 
the  seat,  in  the  hands  of  the  treasurer  of  the  board,  and 
payable  to  the  defendant,  according  to  the  regulations  and 
by-laws  of  the  board,  could  be  thus  reached,  is  an  entirely 
different  question.  This,  and  no  more,  is  what  we  under- 
stand to  have  been  decided  by  the  Supreme  Court  of  the 
United  States,  in  Hyde  vs.  Woods,^  where  Mr.  Justice  Miller 
says :  ^^  If  there  had  been  left  in  the  hands  of  the  defendants 
any  balance  after  paying  the  debts  due  to  the  members  of 
the  board,  that  balance  might  have  been  recovered  by  the 
assignee  in  bankruptcy.'" 

The  case  of  Thompson  vs.  Adams '  is  another  interesting 
case  on  this  subject,  holding  that  a  third  person,  secretly  fur- 
nishing money  to  a  member  to  purchase  his  seat,  has  no  claim 
for  the  money  until  after  the  debts  are  paid  to  the  members 
of  the  board.  The  Supreme  Court  of  Pennsylvania  held,  in 
that  case,  that  a  seat  in  the  Philadelphia  Board  of  Brokers 
was  not  property  in  the  eye  of  the  law,  and  could  not  be 
seized  in  execution  for  the  debts  of  the  members ;  it  was  the 
mere  creation  of  the  board,  and  was  to  be  held  and  enjoyed 
with  all  the  limitations  and  restrictions  which  the  constitu- 
tion of  the  board  have  put  upon  it ;  and,  under  the  consti- 
tution and  by-laws  of  the  Philadelphia  Board  of  Brokers, 
the  secret  equitable  owner  of  a  seat  therein  has  no  right  as 
against  members  of  the  board,  who  are  creditors  of  the  legal 
owner,  to  share  in  the  proceeds  of  the  sale  of  the  seat  on  the 

^  4  Otto,  525.  '  7  Weekly  Notes  of  Cas.  281. 

'  Pancoast  vs.  Go  wen,  20  Alb.  L. 
J.  414;  s.  c.  93  Pa.  St.  66. 
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death  of  the  latter.  The  plaintiff  in  that  case  was  not  a  mem- 
ber of  the  board,  but  had  furnished  the  money  by  which  the 
deceased  member  had  obtained  his  seat,  but  plaintiff^a  name 
was  not  known  to  the  board  in  connection  with  the  seat. 
The  rules  of  the  board  provided  that  all  claims  upon  the 
seat  of  a  dead  member  should  be  decided  by  the  Arbitration 
Committee,  and  such  claims  were  so  passed  upon  in  this  case. 
The  court  said :  "  His  [plaintiff's]  contention  is  that  he  was 
the  equitable  owner  of  the  seat,  and  had  title  to  what  was 
received  for  it,  and  that  the  defendant  had  no  right  to  apply 
the  proceeds  to  debts  due  by  Eichards  to  other  members,  in 
pursuance  of  the  terms  of  the  constitution  of  the  club.  But 
why  not?  Eichards  was  the  member  of  the  board,  the  legal 
owner  of  the  seat,  and  the  plaintiff  an  entire  stranger,  un- 
known to  the  association.  The  members  gave  credit  to 
each  other  in  part,  no  doubt,  upon  the  faith  of  the  liability 
of  a  member's  seat  to  them  for  his  debts.  There  is  nothing 
unlawful  or  unreasonable  in  this  regulation."^ 

In  Evans  vs.  Wister '  the  same  court  held  that  an  attach- 
ment would  not  lie  against  the  Board  of  Brokers  for  the 
proceeds  of  the  sale  of  a  seat  of  a  member,  he  being  indebted 
to  his  fellow-members  to  the  amount  of  the  proceeds.  In 
that  case  one  W.,  being  a  member  of  the  board,  became  in- 
solvent. Subsequently  he  sold  his  seat,  but  the  purchaser 
was  informed  by  the  secretary  that  the  transfer  could  not 
be  completed  until  the   price  of  the  seat  was   paid  to 

'  In  Cltite  VB.  Loveland,  68  Cal.  imposed  by  the  rules  of  the  asso- 

254,  it  was  held  that  a  member  of  elation. 

the  San  Francisco  Stock  Exchange  '  1  Week.  Notes  of  Cas.  181;  s.  c. 

had  power  to  pledge  or  mortgage  his  32  Leg.  Int.  354;  s.  c.  sfjb  nam. 

Beat,    and    that   the   lien   thereby  Evans  vs.  Adams,  81  Pa.  St.  (32 

created  may  be  foreclosed  and  the  Sm.)  443. 
seat  sold,  subject  to  the  conditions 
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him,  to  be  held  for  the  creditors  of  W.  in  the  board.  Plain- 
tiff then  presented  his  claim  to  the  Arbitration  Committee, 
but  the  same  was  disallowed.  He  thereupon  began  a  suit^ 
attaching  the  money  in  the  hands  of  the  secretary,  with 
the  above  result.* 

In  the  suit  of  the  Grocers  Bauk  vs.  Murphy,  Mr.  Justice 
Van  Hoesen,  in  the  New  York  Court  of  Common  Pleas,* 
passed  upon  the  question  whether  a  seat  in  the  New  York 
Stock  Exchange  may  be  regarded  as  property  subject  to 
sale  by  legal  process  against  the  owner.  An  execution  in 
this  case  was  issued  upon  a  judgment  in  favor  of  plaintiff, 
and  subsequently  an  order  was  granted  requiring  the  de- 
fendant to  appear  before  the  court  to  make  discovery  on 
oath  concerning  his  property,  etc.,  under  section  292  of  the 
Code  of  Procedure ;  and,  it  appearing  that  the  defendant 
possessed  a  seat  in  the  New  York  Stock  Exchange,  plaintiff 
asked  to  have  it  assigned,  and  the  proceeds  applied  towards 
the  satisfaction  of  his  judgment.  The  court,  in  denying  a 
motion  requiring  defendant  to  make  the  assignment,  said, 
"  There  is  no  doubt  if  a  seat  be  sold,  the  proceeds  of  the  sale, 
after  the  payment  of  claims  due  to  members  of  the  board, 
may  be  reached  by  proper  process.  This  is  the  view  of  every 
court  which  has  had  occasion  to  express  an  opinion  on  the 
subject.  It  by  no  means  follows,  however,  that  the  seat  itself 
may  be  seized  by  the  sheriff,  or  taken  possession  of  by  a  re- 
ceiver. It  may  well  be  doubted  if  a  seat  in  the  Exchange 
be  property.*    It  is  true  that  Mr.  Justice  Miller,  of  the 

^  This  was  an  affirmance  of  Leech  opinion  of  Van  Brunt,  J.,  is  also  re- 
vs. Leech,  3  Week.  Notes  of  Cas.  ported;  s.  c.  11  N.  Y.  Weekly  Dig. 
642,  note.  538;  60  How.  Pr.  426. 

» N.  Y.  Daily  Reg.  June  14,  1880;  '  The  New  York    Court  of  Ap- 

reversed  on  appeal,  N.Y.i>aiZ2//?€gr.  peals  has,  however,  since  the  text 

March  12,  1881,  where  dissenting  was  written,  held  that  a  seat  in  the 
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Supreme  Court  of  the  United  States,  in  the  case  of  Hyde  vs. 
Woods,^  said  that  he  thought  it  was  property;  but  the 
Supreme  Court  of  Pennsylvania,  in  two  carefully  considered 
decisions,  in  which  the  decision  of  Mr.  Justice  Miller  sras 
thoroughly  reviewed,  came  to  the  opposite  conclusion.  .  .  . 
A  seat  in  the  Exchange  does  not  fall  within  any  of  the 
classes  into  which  the  subjects  of  property  are  divided.  It 
is  not  capable  of  manual  delivery  or  appropriation ;  it  is 
not  a  domestic  animal,  nor  a  product  of  labor  or  skill,  nor 
a  right  created  by  statute." 

But,  upon  appeal,  this  decision  was  reversed  by  two  of  the 
judges,  the  third  judge  dissenting,  and  coinciding  with  Mr. 
Justice  Van  Hoesen.^ 

Mr.  Justice  Beach,  in  delivering  the  opinion  reversing  the 
decision  of  the  court  below,  after  reviewing  the  cases,  held 
that,  under  the  section  of  the  code  in  question,  the  defend- 
ant was  bound  to  apply  the  proceeds  of  the  seat  to  the  satis- 
faction of  his  debts ;  and  that  if  this  result  were  not  correct, 
the  legal  principle  which  makes  the  debtor's  possessions 
liable  to  his  creditors  would  be  nullified.  "Probably  an 
order  appointing  a  receiver,  containing  directions  for  the 
judgment  debtor  to  do  whatever  may  be  deemed  needful  to 
transfer  the  seat  under  the  rules  of  the  Exchange,  would 
accomplish  the  result  sought."  In  another  case  ^  a  peremp- 
tory mandamus,  directed  to  the  defendant,  compelling  it  to 
transfer  to  the  relator,  who  had  purchased  the  same  at  a 
sherifiTs  sale,  a  seat  in  the  Cotton  Exchange,  was  refused 

New  York  Stock  Exchange  is,  in  a  '  N.   Y.   Daily  Reg.  March   12, 

certain  sense,  property  and  passes  1881;  60  How.  Pr.  426. 

to  the  member's  assignee  in  bank-  '  Allen,  Jr.,  vs.  The  New  York 

ruptcy.     Piatt  vs.  Jones,  96  N.  Y.  Cotton   Exchange,   N.    Y.    Daily 

24,  29,  and  cases  cited.  Reg.,  March  31,  1880. 
» 94  U.  S.  (4  Otto)  533. 
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apon  the  grounds  heretofore  adverted  to  in  the  preceding 
cases.  If  the  seat  were  subject  to  direct  legal  process,  it  is 
yery  evident  that  the  whole  design  of  the  organization 
would  be  thwarted  by  introducing  into  the  Exchange  the 
purchasers  at  a  judicial  sale,  without  a  compliance  with  the 
prerequisite  rules  of  admission  and  against  the  wish  of  the 
regular  members.  This  the  courts  have  uniformly  refused 
todo.i 

But  the  courts,  through  the  instrumentality  of  their  equity 
powers,  or  by  process  in  aid  of  execution,  will  compel  an  in- 
solvent member  to  sell  his  seat  to  some  person  whom  the 
association  will  recognize,  and  apply  the  proceeds  to  the 
satisfaction  of  his  debts.  It  would  be  a  failure  of  justice  to 
allow  an  insolvent  to  be  the  possessor  of  such  a  valuable 
right  or  property,  to  the  defiance  of  his  just  creditors.* 

So,  in  a  case^  where  a  receiver  instituted  an  action  to 
compel  a  debtor  member  of  a  Produce  Exchange  to  convey 

*  See  in  this  connection  McCabe  which  defendants  have  no  present 

vs.  Emmons,  109  N.  Y.  665.  interest."    89  N.  Y.  332,  333.    The 

'  Text  commended,  Eliot  vs.  Mer-  latter  case  of  Smith  vs.  Barclay  was, 
chants'  Ebcchange,  14  Mo.  App.  however,  reversed  in  Barclay  vs. 
242,  243.  These  views  have  also  Smith,  107  111.  349,  in  which  it  was 
since  received  confirmation  in  New  held  that  a  certificate  of  member- 
York  in  Powell  vs.  Waldron,  89  N.  ship  in  the  Board  of  Trade  was  not 
Y.  328,  and  in  Illinois  in  Smith  vs.  property.  See  page  154,  note  1,  as 
Barclay,  21  Am.  L.  Rep.  (n.  s.)  408,  to  criticism  of  this  decision  which  is 
where  the  subject  is  fully  discussed,  contrary  to  all  the  authorities, 
and  the  views  herein  expressed  are  And  in  a  later  case  the  Supreme 
endorsed.  Court    of    New    Jersey    held   that 

In  the  former  case  Judge  Finch  in  courts  of  law  will  interpose  to  con- 
deciding  the  cause  said:  "Whether  trol  the  proceedings  of  ecclesiastica] 
he  (the  receiver  of  the  member's  bodies  when  a  right  to  property  is 
estate)  could  make  it  available,  or  involved,  but  in  no  other  instance 
in  what  manner  convert  it  into  (State  of  New  Jersey  vs.  Rector  of 
money  or  how  it  might  prove  to  be  Trinity  Church,  28  Alb.  L.  J.  111.) 
encumbered  under  the  rules  of  the  '  Ritterband  vs.  Baggett,  4  Ab. 
Exchange,   are  after   questions  in  NewCas.  67. 
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his  seat  to  a  member-elect,  with  whom  the  receiver  might 
contract  for  its  sale,  the  court  said : 

*^  The  appointment  of  plaintiff  as  receiver  of  Baggett, 
made  in  the  supplemental  proceedings  under  the  code,  vested 
in  him  the  legal  title  to  all  the  personal  property  of  Baggett. 
By  force  of  the  statute,  Code  298,  the  receiver  of  the  judg- 
ment debtor  is  subject  to  the  direction  and  control  of  the 
court  in  which  judgment  was  obtained  upon  which  the  pro- 
ceedings are  founded.  This  action  was  commenced  by 
leave  granted  by  this  court,  and  the  receiver's  appoint- 
ment confers  upon  him  the  right  to  make  discovery,  on 
defendant's  oath,  of  all  his  property.  I  am  of  the  opinion 
that  the  seat  in  the  Cotton  Exchange  was  an  incorporeal  right 
which  Baggett  had  at  the  time  he  became  bankrupt,  and 
was  in  the  fullest  sense  property,  and  that  the  franchise  and 
privileges  secured  to  the  Exchange  by  its  charter  and  high 
price  of  the  initiation  fee  show  that  it  was  valuable  property. 
Nor  can  I  doubt  that  had  there  been  no  supplemental  pro- 
ceedings under  which  a  receiver  was  appointed  it  would 
have  passed,  subject  to  the  rules  of  the  Cotton  Exchange, 
to  his  assignee  in  bankruptcy ;  and  if  there  had  been  left 
in  the  hands  of  the  members  of  the  board  any  balance, 
after  paying  the  debts  due  to  the  members,  and  all  penalties 
and  charges,  that  balance  might  have  been  recovered  by 
the  assignee.  The  question  whether  the  seat  in  the  board 
was  property  has  been  fully  settled  in  a  late  case,  almost 
if  not  entirely,  identical  with  the  case  at  bar.^  The  ques- 
tion being  settled  that  the  seat  in  question  is  property  of 
value,  I  think  it  is  the  duty  of  the  court  to  enforce  its  trans- 
fer for  the  plaintiffs  benefit  in  this  action,  either  to  a  re- 

^  Hyde  vs.  Woods,  94  U.  S.  (4  Eaton,  91  U.  S.  716,  foUowed  in 
Otto)  524.    See  also  Nichols    vs.    Sparhawk  vs.  Yerkes,  142  U.  S.  1 . 
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ceiver  or  to  a  third  person  qualified  to  work  out  the  designs 
of  the  law.  We  have  seen  that  the  personal  estate  of  the 
debtor  becomes  vested  in  the  receiver  from  the  time,  and 
by  virtue,  of  his  appointment.  The  entry  of  the  order 
appointing  the  receiver  places  the  title  of  all  the  personal 
property  in  him.  The  provisions  of  the  Code  relating  to 
supplemental  proceedings  were  enacted  for  the  purpose  of 
making  the  property  of  the  debtor  available  assets  in  his 
hands  to  pay  his  debts.  By  a  by-law  of  the  Exchange  this 
property  cannot  be  assigned  to  any  one  but  members  and' 
to  members-elect.  It  cannot,  therefore,  be  assigned  to  the 
receiver,  as  he  is  neither  a  member  nor  a  member-elect. 
If  this  property  cannot  be  reached  by  the  receiver  unless 
some  mode  is  presented,  the  object  and  intention  of  the 
Code  become  not  only  a  dead  letter,  but  lifeless  in  spirit. 
Rights  of  property,  from  time  immemorial,  could  be  reached 
by  a  creditor's  bill;  and  it  is  now  well  settled  that  the 
same  result  may  be  accomplished  by  proceedings  under  the 
Code,  which  furnish  a  substitute  for  that  proceeding  in 
chancery.  Personal  property  passes  to  the  receiver  with- 
out assignment ;  but  if  an  asssignment  be  necessary  to  effect 
the  purpose  of  the  law  I  do  not  question  the  power  of  the 
court  to  direct  it  to  be  done.  I  therefore  direct  an  assign- 
ment to  be  made  to  Mr.  Covas  or  some  other  competent  and 
fit  member  of  the  Cotton  Exchange,  with  apt  and  proper 
directions."  ^ 


^  To  same  effect  are  Londheim  vs.  see  cases  cited  post,  pp.  156-160, 
White,  67  How.  Pr.  467;  Roome  vs.  under  the  bankruptcy  law. 
Swan,  2  N.  Y.  Supp.  614;  Habenicht  A  seat  in  the  New  York  Consol- 
VB.  Lessak,  78  Cal.  351;  Eliot  vs.  idated  Stock  and  Petroleum  Ex- 
Merchants'  Exchange,  14  Mo.  App.  change  will  pass  to  a  receiver  in  sup- 
234;  London  and  Canadian  Loan  plementary  proceedings.  If  there 
CkxvB.  Morphy,  10  Ont.  Rep.  86,  and  are  debts  due  to  the  members  of 
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The  seat  may  be  pledged  to  secure  a  loan,  and  the  lien 
may  be  enforced  without  a  foreclosure.*  And  if  the  seat 
has  been  pledged  as  collateral  for  a  loan  the  receiver  has  the 
right  to  redeem  it.' 

In  Massachusetts  a  creditor  may,  under  Pub.  Stat.  ch.  151, 
§  2,  cl.  11,  and  St.  of  1884,  ch.  285,  §  1  (now  Rev.  L.  ch.  159, 
§  3,  cl.  7),  bring  a  bill  in  equity  to  reach  property  which  can- 
not be  attached  or  taken  in  execution.  It  has  been  held 
that  the  bringing  of  a  bill  in  equity  under  this  statute  to 
compel  the  sale  of  a  seat  in  the  Boston  Stock  Exchange,  did 
not  give  the  plaintiff  such  a  lien  on  the  property  as  would 
prevent  it  passing  to  the  assignee  in  insolvency  of  the  debtor, 

the  Eixchange,  the  receiver  takes  by  creditor's  biU  to  the  payment  of 
the  equitable  interest  of  the  judg-  his  debts.  Smith  vs.  Barclay,  107 
ment  debtor  in  it.  Leggett  vs.  Wal-  Dl.  349;  Weaver  vs.  Fisher,  110  IlL 
ler,  80  N.  Y.  Supp.  13.  146. 

In  Roome  vs.  Swan,  supra,  it  was  The  doctrine  of  these  cases  is 
held  that  the  debtor  would  not  be  severely  criticised  in  an  article  in  22 
required  to  sign  a  consent  that  the  Am.  L.  Reg.  (n.  s.)  438,  and  im- 
purchaser  take  his  seat  or  to  for-  doubtedly  ''the  weight  of  authority 
mally  resign  and  nominate  the  pur-  and  the  better  reasoning  support 
chaser  as  his  successor  (these  for-  the  proposition  that  such  a  seat  or 
malities  being  required  by  the  rules  membership  is  property  and  should 
of  the  Elxchange)  the  sale  and  pur-  be  applied  as  other  property  of  a 
chase  at  law  being  equivalent  to  debtor  to  the  payment  of  his  debts, 
these,  but  he  would  be  required  to  To  hold  that  it  cannot  be  thus  ap- 
sign  a  consent  that  the  purchaser  be  plied  would  establish  a  rule  giving 
vested  with  the  rights  and  privi-  to  the  members  of  such  associations 
leges  enuring  to  membership.  And  the  power  to  invest  fortimes  under 
a  bankrupt  member  will  be  com-  the  name  of  licenses  and  privileges, 
pelled  in  equity  to  execute  any  in-  and  by  their  constitutions  and  regu- 
strument  necessary  to  complete  the  lations  to  establish  a  law  for  the  ex- 
transfer  of  title  to  a  purchaser  from  emption  of  the  same.''  Habenicht 
the  assignee.  Flatt  vs.  Jones,  06  vs.  Lessak,  78  Cal.  357. 
N.  Y.  24.  *  Nashua  Savings  Bank  vs.  Ab- 

In  Illinois,  however,  it  has  been  bott,  63  N.  E.  (Mass.)  1058. 
held  that  a  certificate  of  member-       '  Powell  vs.  Waldron,  89  N.  Y. 
Bhip  in  a  commercial  Exchange  is  328* 
not  property  liable  to  be  subjected 
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and  that  when  the  latter  made  an  assignment  pending  an 
appeal,  the  proceeds  of  the  sale  of  his  seat  passed  to  his  as- 
signee.^ 

If,  however,  after  the  seat  has  been  pledged  to  secure  a 
loan,  and  the  death  of  the  member,  the  seat  has  been  sold 
under  the  rules  of  the  Exchange  and  the  proceeds  paid  to 
the  member's  administrator,  the  lien  subsists  and  holds  the 
proceeds  of  sale  in  the  administrator's  hands,  when  the  seat 
was  sold  with  notice  to  the  Exchange  and  to  the  adminis- 
trator of  the  claim,  and  the  short  statute  of  limitations  did 
not  bar  a  claim  under  the  lien.' 

In  another  case  in  Massachusetts  it  appeared  that  a  seat 
in  the  Boston  Stock  Exchange  was  purchased  by  a  firm  of 
stock-brokers,  but  the  membership  was  taken  in  the  name  of 
one  of  the  two  persons  composing  the  firm,  the  rules  not 
allowing  partnerships  to  become  members.  The  firm  failed, 
and  afterwards  the  members  of  it  did  no  business  together, 
but  no  formal  dissolution  or  settlement  of  the  firm  affairs 
was  made.  Fifteen  years  subsequently  the  member  who 
held  the  seat,  and  who  afterwards  occupied  it  for  the  trans- 
action of  his  private  business  only,  sold  the  seat,  and  his 
former  copartner  sued  him  for  a  moiety  of  the  proceeds, 
and  it  was  held  that  the  statute  of  limitations  was  a  bar  to 
the  plaintiff's  claim.^ 

In  the  bankruptcy  courts  the  same  doctrine  has  been 
adopted.    In  the  matter  of  Ketcham,  bankrupt,^  on  an  ap- 

^  Fiah  VB.  Fiske,  154  Mass.  302.  Rep.  840;  cited  and  the  conchisions 

'  Nashua  Bank  vs.  Abbott,  63  N.  approved  in  the  case  of  Grocers' 

E.  (Mass.)  1058.  Bank  vs.  Murphy,  N.  Y.  C.  P.  11 

•  Currier  vs.  Studley,  159  Mass.  N.  Y.  Weekly  Dig.  638;  s,  c.  in  full, 
17.  60  How.  P.  426;  N.  Y.  Daily  Reg. 

*  N.  Y.  Daily  Reg.  Feb.  9,  1880;  March  12,  1881.  See  also  Scott  vs. 
8.  c.  more  fully,  9  Rep.  305;  1  Fed.  Ives,  N.  Y.  Daily  Reg.  July  24, 1879, 
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plication  for  an  order  requiring  the  bankrapt  to  make 
transfer  of  his  seat  in  the  New  York  Stock  Exchange  to 
the  assignee  in  bankruptcy,  or  to  such  person  as  the  as- 
signee might  procure  as  a  purchaser  of  the  seat,  Judge 
Choate,  in  the  United  States  District  Court,  in  a  lengthy 
decision,  said :  ^^  The  real  question  is  whether  the  right  or 
privilege  which  the  bankrupt  holds  as  a  member  of  this 
Stock  Exchange  is  to  be  regarded  as  property  Avhich  passes 
to  his  assignee  in  bankruptcy,  under  the  Bankrupt  Law, 
for  the  benefit  of  his  creditors.  If  it  is,  then  whatever  it 
may  be  necessary  for  the  bankrupt  to  do  to  make  the  right 
available  to  the  assignee,  he  will  be  required  to  do.  The 
seat,  however,  has  an  actual  pecuniary  value  which  the 
rules  of  the  society,  as  interpreted  and  applied  in  practice, 
permit  the  holder  to  realize  by  a  sale  and  transfer.  There 
is  no  practical  difficulty  in  effecting  a  transfer  of  this  right 
or  interest,  for  a  pecuniary  consideration,  subject  to  the  con- 
dition that  the  debts  of  the  picesent  holder  to  members  are 
first  paid,  and  the  right  or  privilege  is,  to  all  intents  and 
purposes,  a  business  right,  or  privilege  for  business  pur- 
poses only.  I  see  nothing  in  the  rules  of  the  Exchange 
which  renders  it  impossible  for  a  seat  to  be  disposed  of  by 
the  assignee  with  the  co-operation  of  the  bankrupt,  sub- 
ject to  the  condition  above  mentioned.  This  seat  in  the 
board  was  actually  used  as  a  part  of  the  business  capital 
of  these  bankrupts  as  Stock-brokers.  To  suffer  the  bank- 
rupt still  to  hold  it  virtually  withdraws  several  thousand  dol- 
lars in  value  of  his  business  assets  from  his  creditors."  The 
court  reviewed  several  cases  somewhat  analogous,  one  of 

where  the  court  denied  an  applica-  Exchange  from  disposing  of,  or  in- 
tion  for  an  injunction  to  restrain  terfering  with,  the  proceeds  of  a 
the  president  of  the  New  York  Stock  member's  seat  in  the  Exchange. 
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which  was  touching  a  stall  in  a  market,  in  which  it  was 
determined  that  the  transfer  could  not  be  made  without 
the  consent  of  the  city  authorities,  and  concluded  as  fol> 
lows :  ^^  The  controlling  consideration  is,  as  it  seems  to  me, 
that  practically,  and  whatever  its  form  or  incidents  with 
respect  to  other  matters  may  be,  it  is  a  part  of  the  bank- 
rupt's business  assets,  or,  more  generally,  of  his  property, 
which  it  was  the  primary  design  of  the  Bankrupt  Law  to 
distribute  among  his  creditors ;  and  that  the  peculiarities 
which  distinguish  this  from  other  property  are,  in  view  of 
the  evident  purpose  and  scope  of  the  Bankrupt  Law,  unes- 
sential, mere  technical  cobwebs  which  the  law  is  strong 
enough  to  break  through."  An  order  was  directed  to  be 
entered  requiring  the  bankrupt  to  execute  any  transfer,  as- 
signment, or  other  instrument  necessary  for  the  purpose  of 
vesting  the  title  of  his  seat  in  the  New  York  Stock  Exchange 
in  such  person  as  the  assignee  in  bankruptcy  might  procure.* 

*  Contra,  In  re  Sutherland,  6  109  N.  Y.  593,  but  the  court'  held 
Bis8.  526,  but  the  doctrine  of  In  re  that  as  the  rules  of  the  Exchange 
Ketchum,  supra,  has  smce  entirely  merely  provided  for  the  sale  of  the 
prevailed.  Matter  of  Werder,  15  seat  of  an  expelled  member,  and 
Fed.  789;  Piatt  vs.  Jones,  96  N.  Y.  were  silent  as  to  the  disposal  of  the 
24;  McCabe  vs.  Emmons,  109  N.  proceeds,  the  member  could  not  be 
Y.  665;  Powell  vs.  Waldron,  89  deprived  of  the  property  right  in  his 
N.  Y.  328;  People  ex  rel.  Lem-  seat,  and  that  after  paying  any 
mon  vs.  Feitner,  167  N.  Y.  1.  So,  debts  due  to  the  members  or  to  the 
too,  under  the  bankruptcy  act  of  Exchange,  the  balance  constituted 
1898.  In  re  Gaylord,  HI  Fed.  part  of  the  bankrupt's  estate  to 
Rep.  717.  In  that  case  it  appeared  which  his  trustee  became  entitled, 
that  the  bankrupt  member  had  been   Id . 

expelled  for  fraud,  and  the  St.  The  title  to  the  seat  is  vested  in 
Louis  Stock  Exchange  sought  *to  Ire-  the  assignee  by  the  assignment  in 
tain  the  proceeds  of  the  sale  of  the  bankruptcy  and  the  assignor  may 
seat  on  the  ground  that  the  expul-  be  compelled  by  order  of  the  court 
sion  of  the  member  had  worked  a  having  jurisdiction  of  the  bank- 
forfeiture  of  the  proceeds  to  the  Ex-  ruptcy  proceedings  to  execute  the 
change,  as  held  in  Belton  vs.  Hatch,   necessary    assignments,    transfers. 
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It  has  been  also  recently  decided  by  the  United  States  Su- 
preme Court  in  the  case  of  Page  vs.  Edmunds,^  that  a  seat  in 
the  Philadelphia  Stock  Exchange  is  property  within  the 
meaning  of  the  Bankruptcy  act,  as  a  bankrupt  member  might 
have  transferred  it  prior  to  the  filing  of  the  petition  (Act  of 
1898,  section  70,  subdivision  5),  subject,  however,  to  the  pay- 
ment of  any  debts  due  to  the  Stock  Exchange  creditors,  and 
when  there  are  no  such  debts,  it  passes  to  the  bankruptcy 
trustee. 

etc.,  to  pass  the  seat  to  such  person  He  has  then  ceased  to  be  either 

as    the    assignee    might    procure,  "debtor"  or  "bankrupt."     Matter 

Matter  of  Ketchum,  Piatt  vs.  Jones,  of  Nichols,  1  Fed.  842;  Piatt  vs. 

supra.  Jones,  supra.     Nor  will  a  court  of 

"In  an  unreported  case  Judge  equity  under  such  circumstances 
Blatchford  refused  to  make  an  order  interfere  by  injunction,  at  the  in- 
for  the  sale,  at  auction,  of  a  seat  in  stance  of  the  assignee  or  a  purchaser 
the  Stock  Elxchange,  solely  because  from  him  who  has  not  been  admit- 
he  would  not  permit  a  public  sale  to  ted  to  the  Elxchange,  to  restrain  the 
be  made  imder  the  sanction  of  the  former  bankrupt  from  using  the  un- 
oourt,  in  a  case  where  the  assignee  transferred  seat  or  the  Stock  Ex- 
could  not  undertake  with  the  pur-  change  from  allowing  him  to  do  so. 
chaser  to  deliver  the  thing  sold."  The  membership  of  the  Exchange 
In  re  Gallagher,  16  Blatch.  417.  being  unlimited  and  the  assignee  or 
The  assignee  in  bankruptcy,  how-  vendee  not  being  admitted,  there  is 
ever,  is  not  bound  to  accept  prop-  no  injury  done  him  by  allowing  the 
crty  of  an  onerous  or  burdensome  former  bankrupt  to  continue  his  use 
nature,  and  may  elect  to  accept  or  of  the  seat.  When  the  vendee  of 
not  a  seat  encumbered  with  debts  the  assignee  had  applied  to  the  Ex- 
to  members  of  the  Exchange,  change  to  have  his  right  recognized, 
Twelve  years  of  "masterly  inac-  or  when  he  had  been  legally  nomi- 
tivity"  while  the  bankrupt  was  by  nated  and  elected  to  the  Exchange, 
his  own  efforts  discharging  his  debts  then  imdoubtedly  the  jurisdiction 
within  the  Exchange,  was  sufficient  of  a  court  of  equity  might  be 
ground  upon  which  to  decide  that  invoked  to  compel  the  former 
the  assignee  had  elected  not  to  take,  bankrupt,  in  case  of  his  refusal,  to 
Sparhawk  vs.  Yerkes,  142  U.  S.  1.  execute  any  paper  that  might  be 

The  authority   of  the  court  of  necessary  to  vest  a  complete  title  in 

bankruptcy  ceases  at  the  discharge  the  applicant.   McCabe  vs.  Emmons, 

and  the   former  bankrupt  cannot  and  Piatt  vs.  Jones,  supra, 

after  that  be  compelled  by  such  *  187  U.  S.  596.    See  also  In  re 

court  to  execute  such  instruments.  Neimann,  124  Fed.  738. 
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From  the  evidence  it  appeared  that  the  seat  had  a  decided 
value^  as  the  bankrupt  had  paid  $5500  for  it,  and  he  testified 
that  the  last  price  he  had  heard  paid  for  a  seat  was  $8500. 
Upon  the  question  of  value  the  court  said :  ^^  The  contin- 
gencies which  may  defeat  or  affect  its  title,  or  its  enjoyment, 
will  be  reflected  in  its  price,  and  if,  notwithstanding  them,  a 
seat  has  a  vendible  value  of  from  $5000  to  $8000,  it  would 
seem  that  the  law  should  have  some  process  to  reach  it  for 
the  benefit  of  creditors.  And  the  bankrupt  act  supplies  the 
process.^'  The  court  also  declined  to  foUoNV  the  cases  of 
Thompson  vs.  Adams  and  Pancoast  vs.  Gk>wen,  in  so  far  as 
it  might  be  gathered  from  them  that  a  seat  in  the  Stock 
Exchange  was  not  property  which  might  pass  to  a  trustee 
in  bankruptcy,  as  these  decisions  were  not  interpretations 
of  a  state  statute,  but  were  declarations  of  general  law — 
mere  definitions  of  property-^s  to  which  the  court  might 
dispute  their  conclusions,  if  their  reasoning  did  not  persuade. 
And  an  order  directing  the  trustee  to  sell  the  seat  at  public 
auction,  subject  to  the  by-laws  of  the  Exchange,  was  ap- 
proved. 

Whether  the  Exchange  should  be  joined  as  a  party  in 
such  proceiedings  has  been  mooted.  In  the  case  of  Campbell 
vs.  The  New  York  Cotton  Exchange,^  in  the  New  York 
Supreme  Court,  Special  Term,  the  plaintiff,  a  receiver,  set 
up  a  judgment  in  favor  of  one  "Weeks  vs.  Talcott ;  the  owner- 
ship by  Talcott  of  the  certificate  of  a  seat  in  the  Cotton 
Exchange ;  that  the  by-laws  provide  that  on  the  surrender 
by  a  member  of  his  certificate  to  the  treasurer  of  the  Ex- 
change, '^  a  transfer  should  be  made  by  him  to  a  member  or 
member-elect  only ; "  and  that  "  any  member  may  purchase 

*  N.  Y.  DaUy  Reg.  Jan.  11,  1881;  a.  c.  47  N.  Y.  Super.  Ct.  558. 
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said  rights  of  membership  of  any  other  member,  which 
shall  give  him  the  right  to  sell  the  same  to  any  other  mem- 
ber or  member-elect ; "  that  plaintiff,  as  receiver  in  Weeks 
vs.  Talcott,  prior  to  the  commencement  of  this  action, 
received  an  offer  from  one  M.,  a  member,  in  good  stand- 
ing, of  the  Exchange,  of  $1000  for  said  seat ;  that  Talcott 
refused  to  excute  the  necessary  transfers,  and  the  suit  is 
brought  to  compel  such  transfers,  it  being  alleged  that  Tal- 
cott has  no  other  property.  The  corporation  demurred  to 
the  complaint,  claiming  that  it  was  improperly  joined  as 
defendant,  there  being  no  suggestion  that  the  Exchange 
would  refuse  to  abide  by  its  rules  and  by-laws,  and  that  the 
court  was  bound  to  assume  that  when  the  time  came  and 
the  necessary  conditions  precedent  were  performed,  the  Ex- 
change would  do  what  it  ought  to  do. 

But  the  demurrer  was  overruled  on  the  ground  that  the 
plaintiff's  equitable  cause  of  action  comprehended  a  con- 
summated assignment  of  the  seat ;  or,  in  other  words,  a  com- 
plete vesting  of  the  right  to  a  seat,  which  could  not  be  ac- 
complished without  the  defendant,  the  New  York  Cotton 
Exchange's  co-operation.  It  is  therefore  a  necessary  party 
to  the  action.  There  is  no  more  trouble  substantially  con- 
nected with  the  defence  of  the  action  than  would  be  in- 
volved in  the  defendant's  scrutinizing  any  set  of  circum- 
stances which  would  be  presented  to  it  with  a  demand  of 
transfer  under  the  rules.^ 

^  It  has  not,  however,  been  the  compel  the  debtor  to  assign  his  seat 
practice  to  join  the  Exchange  as  a  to  a  receiver  in  supplementary  pro- 
party,  and  in  Londheim  vs.  White,  ceedings,  it  was  held  that  as  all  the 
1  N.  Y.  City  Court,  Special  Term,  67  rights  and  interests  of  the  Exchange 
How.  Pr.  467,  where  the  objection  in  the  membership  are  fixed  and  the 
of  non-joinder  of  the  Exchange  was  transferee  takes  it  with  the  burden 
nused  in  opposition  to  a  motion  to  of  these  rights,  which  could  not  be 

11 
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The  following  propositions  may  be  deemed  as  settled : 

1.  That  in  the  disposition  of  a  seat,  or  the  proceeds  thereof, 
the  members  of  the  Exchange  will  be  preferred  to  oqtside 
creditors. 

2.  That  the  seat  is  not  the  subject  of  seizure  and  sale  on 
attachment  and  execution. 

3.  That  the  proceeds  of  the  seat,  in  the  hands  of  the  Ex- 
change or  its  officers,  are  capable  of  being  reached,  after 
the  claims  of  members  have  been  satisfied,  to  the  same 
extent  and  in  the  same  manner  as  any  other  money  or 
property  of  a  debtor. 

4.  That  a  person  owning  a  seat  in  the  Exchange  can  be 
compelled,  by  proceedings  subsequent  to  execution,  or  under 
the  direction  of  a  receiver,  to  sell  his  seat  to  a  person  accepta- 
ble to  the  Exchange,  and  devote  the  proceeds  to  the  satis- 
faction of  his  judgment  debts.  How  far  the  Exchange  may 
go  in  deciding  that  such  a  person  is  not  acceptable  to  it  has 
not  been  decided.  The  Court  of  Appeals  said,^  there  is  ^'  no 
case  where  the  Stock  Exchange  has  admitted  to  membership 
the  purchaser  at  a  judicial  sale.  The  court  has  no  power  to 
compel  such  action  and  the  probability  of  a  creditor  reach- 
ing a  favorable  result  by  selling  the  seat  of  a  member  is,  to 
say  the  least,  exceedingly  remote."    But  it  seems  that  the 

divested  by  any  order  of  the  court,  ner,  167  N.  Y.  1.    See  also  Ameii- 

the  Exchange  was  not  a  necessary  can  Live  Stock  Co.  vs.  Chicago  Live 

party.     It  certainly  does  not  seem  Stock  Exchange,  143111. 210,  at  pp. 

proper  to  submit  the  Exchange  to  228,  229.    The  New  York  Court  of 

the  annoyance  of  being  joined  as  a  Appeals  has  decided  that  a  patent 

party    in    every  such   proceeding  may    be  reached   by  a    creditor's 

where  its  own  interests  cannot  be  bill,   and  the    debtor   cannot    set 

infringed  and   where   there   is  no  up  that  it  is  invalid  for  want  of 

claim  that  it  will  infringe  the  in-  utility,  and  therefore  not  property, 

tereste  of  others.  Gillett  vs.  Bate,  86  N.  Y,  87, 
*  People  ex  rel.  Lemmon  vs.  Feit- 
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Exchange  could  not  wantonly  refuse  a  member  leave  to  sell 
to  a  proper  person,  and  semlle  also  to  one  proposed  by  a 
sequestrator.^ 

X.  LiabUity  of  ''  Seats "  to  Taxation. 

The  value  of  a  seat  in  the  Stock  Exchange  is,  with  some 
judicial  dissent,  recognized  to  be  capital  invested  in  business' 
and  as  such  liable  to  the  operation  of  any  tax  law  which 
reaches  personal  property  either  in  the  usual  acceptation  of 
that  term,  or  as  it  may  be  defined  by  statute,  such  for  in- 
stance as  the  Transfer  or  Inheritance  Tax.' 

*  London  and  Canadian  Loan  Co.  property  to  pay  that  debt  can  be 

vs.  Morphy,  10  Ont.  86,  at  p.  99.  pursued.     An  injunction  wiU  not  be 

The  question  as  to  how  a  seat  in  the  granted    restraining    the    transfer 

Stock  Exchange  should  be  regarded  pendente  lite  of  such  seat.     First 

in  the  settlement  of  the  affairs  of  a  Nat.  Bk.  vs.  Miller,  Daily  Reg.  Oct. 

partnership,  haa  never  apparently  25,  1882;  4  Mo.  L.  Bull.  (N.  Y.)  92. 
directly    arisen.      It    seems    that       '  People  ex  rel.  Lemmon  vs.  Feit- 

there  can  be  no  objection  to  part-  ner,  167  N.  Y.  1;  Matter  of  Glen- 

ners,  only  one  of  whom  is  a  member  dinning,  68  App.  Div.    125,   aif 'd 

of  the  ^change,  making  any  bar-  without  opinion,  64  N.   E.   1121; 

gain  they   please   between  them-  Austen  vs.  Brigham,  67  N.  Y.  Supp. 

selves  about  the  seat  of  the  Ex-  891.    See  also  Matter  of  Curtis,  31 

change  partner  and  about  the  price  Misc.  83. 

or  value  of  it,  subject  of  course  to       Money  is  capital  and  when  money 

the  superior  rights  of  the  Exchange,  is  invested  in  facilities  or  appliances 

London  and  Canadian  Loan  Co.  vs.  to  do  business  with,  it  is  capital  in- 

Morphy,  10  Ont.  86,  at  p.  101.  vested  in  that  business;    instances 

An  action  cannot  be  maintained  being  money  expended  for  the  li- 

which  is  one  at  law  to  recover  judg-  brary  of  a  lawyer,  the  implements 

ment  for  debt  against  three  of  four  of  a  surgeon,  the  patent  rights  of 

defendants,  and  a  creditor's  bill  as  a  manufacturer.    The  money  ex- 

to  the  other  defendant,  to  reach  an  pended  in  buying  a  seat  in  the  Stock 

Exchange  membership  in  the  lat-  Exchange  is  paid  for  property  of 

ter's  name,  but  aUeged  to  have  been  great  value  and  which  is  the  main 

purchased  with  money  belonging  to  instrumentality  for  carrying  on  the 

a  copartnership  of  the  three  other  member's  business.     Per  Vann,  J., 

defendants  and  in  equity  to  belong  in  People  vs.  Feitner,  167  N.  Y.  1. 
to  them,  as  a  judgment  for  debt       '  Matter  of  Hellman's  Est.,  174 

must  always  be  secured  before  the  N.  Y.  254,  rev'g  77  A.  D.  355;  Mat- 
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It  has  been  held  in  New  York  that  the  definition  of 
the  personal  property  upon  which  the  latter  tax  is  imposed 
is  that  contained  in  section  242  of  the  Tax  Law  (Laws,  1896, 
ch.  908),  and  not  in  that  of  subdivision  5  of  section  2  of  the 
same  statute.^ 

A  membership  in  the  Stock  Exchange  is  not,  however, 
considered  to  be  personal  property  under  the  special  and 
limited  definition  of  that  species  of  property,  given  by  the 
last  cited  section  (subdivision  5  of  section  2),'  and,  therefore, 
the  value  of  a  seat  in  that  State,  Avhether  owned  by  a  resident 
or  non-resident  of  the  State,  is  not  liable  to  the  general  tax 
applicable  to  county,  town,  and  municipal  purposes,  imposed 
upon  property  by  the  Tax  Law  (Arts.  1-9).^ 

In  California  it  has  been  held  that  as  a  seat  in  the  Stock 
Exchange  is  a  mere  personal  privilege  to  belong  to  an 
association  with  the  latter's  assent,  it  is  not  liable  to  city, 
county,  or  state  taxes.^ 

XI,  Gratuity  Fund — Life  Insurance. 

The  constitutions  of  both  the  New  York  and  the  Phila- 
delphia Stock  Exchanges  make  provision  for  the  families  or 
representatives  of  deceased  members.  The  New  York 
Produce  Exchange  has,  by  its  by-laws,  made  similar  pro- 
vision in  accordance  with  express  authority  in  its  charter,' 

ter  of  Glendinning,  64  N.  E.  1121,  Brigham,  67  N.  Y.  Supp.  891,  so 

aff'g  68  App.  Div.  125;  Matter  of  far  as  it  decides  to  the  contrary. 

Curtis,  31  Misc.  84;  64  N.  Y.  Supp.  *  San  Francisco  vs.  Anderson,  36 

574.  Pac.  1034;  San  Francisco  vs.  Wang- 

1  Matter  of  Hellman,  174  N.Y.  254.  enheim,  37  Pac.  221 .    See  also  aty 

'  L.    1896,   ch.  908,  §  2,  subd.  4,  of  Baltimore  vs.  Johnson,  54  Atl. 

made  subd.  5  by  L.  1901,  ch.  490.  646. 

'  People  ex  rel.  Lemmon  vs.  Feit-  '  Laws,   1882,  ch.  36;  Kemp  vs. 

ner,  167  N.  Y.  1,  which  must  be  N.  Y.  Produce  Exchange,  34  App. 

considered  as  overruling  Austen  vs.  Div.  175. 
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and  it  has  been  held  that  it  could  not  divert  the  fond  which 
it  had  accumulated  to  meet  death  losses,  and  destroy  the 
vested  rights  of  members  therein,  by  so  amending  its  by- 
laws as  to  provide  for  its  distribution  among  the  living 
subscribing  members.  The  power  of  such  a  corporation  to 
amend  its  by-laws  is  a  power  to  regulate,  within  reasonable 
bounds,  not  a  power  to  destroy  the  contract  rights  of  its 
members.^ 

1  Parish  V8.  New  York  Produce  the  participating  class,  upon  giving 
Exchange,  169  N.  Y.  34.  The  notice  and  relinquishing  his  claim 
gratuity  fund  of  this  Exchange  upon  the  gratuity  fund,  was  not 
exists  by  virtue  of  a  provision  in  the  unreasonable,  as  it  did  not  under- 
charter  of  the  Exchange,  and  an  take  to  dispose  of  the  funds  on 
additional  reason  given  by  the  hand,  or  any  assessments  which  had 
court  for  its  decision  was  that  the  accrued,  and  that,  therefore,  it  did 
statute  of  incorporation  did  not  not  interfere  with  the  vested  rights 
confer  upon  the  members  of  the  of  plaintiff  (a  participating  member) 
^change  the  power  to  create  a  under  the  agreement  by  which 
fund  by  assessment  for  distributing  the  participating  membership  was 
among  the  subscribing  members  formed.  It  is  doubtful,  however, 
thereof.  Had  a  by-law  with  that  if  the  doctrine  of  this  decision  can 
purpose  been  enacted  in  the  first  be  upheld  in  view  of  the  decision  of 
instance  it  would  have  been  without  the  Court  of  Appeals,  just  cited 
authority  in  the  charter,  which  did  (Parish  vs.  N.  Y.  Produce  Elx- 
not  attempt  to  confer  the  power  to  change,  169  N.  Y.  34).  If  all  the 
create  a  gratuity  fimd  for  distribu-  participating  members  of  the  Mer- 
tion  among  the  members  of  the  cantile  Exchange  should,  imme- 
Exchange,  but  instead  limited  its  diately  after  the  passage  of  the  by- 
soope  to  that  of  provisions  for  the  law,  elect  to  avail  of  its  provisions, 
widows  and  families  of  deceased  and  withdraw  from  the  participa- 
members  or  other  persons  depend-  tion,  the  object  for  which  the  fund 
ent  upon  a  deceased  member.  was  established  could  not  be  ful- 

It  has,  however,  been  since  held  filled,  viz:  the  making  provision 
by  the  Supreme  Court,  Special  Term  for  the  widows  and  chUdren,  etc.,  of 
(French  vs.  Conmiercial  Elxchange,  such  members,  except  to  the  extent 
N.  Y.  L.  J.  July  25,  1902)  that  an  of  the  fund  then  existing,  and  even 
amendment  to  the  by-laws  of  the  as  to  that  fund,  it  could  scarcely  be 
New  York  Mercantile  Exchange  made  available  for  the  beneficiaries 
(which  is  an  incorporated  associa-  under  the  by-laws,  in  view  of  such 
tion),  permitting  the  withdrawal  of  general  withdrawal, 
a  member  holding  a  certificate  in 
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The  qaestion  has  arisen,  m  Pennsylvania,  in  regard  to  the 
right  of  the  representatives  of  a  deceased  suspended  member 
to  recover  the  fund. 

In  this  case  ^  the  facts  were  these :  One  MacDowell,  the 
father  of  the  plaintiff,  purchased  a  seat  in  the  Exchange,  and 
was  elected  a  member  August  28, 1865.  In  December,  1875, 
while  MacDowell  was  still  a  member,  an  amendment  to  the 
constitution  of  the  Exchange  was  passed,  providing  substan- 
tially as  follows :  That  eoery  full  memher  of  the  Exchange 
should^  in  additio9h  to  all  other  payments  required  of  him  at 
the  tims  of  his  admission^  pay  into  the  hands  of  the  trustees 
$15,  and  the  further  sum  of  %15  annually y  on  December  1, 
and  also  the  sum  of  $10  upon  the  death  of  any  full  mefnher. 
Said  payments  were  to  he  charged  and  collected  in  the  sams 
manner  as  all  other  dues  to  the  Exchange,  Said  trustees  were 
to  set  apart  the  fund  arising  from,  such  payments  as  the  "  Ora- 
tuity  Fund^^  and  were  to  pay  therefrom,^  within  thirty  days 
after  the  death  of  any  full  memher  ^  the  sum,  ^$2000  to  his 
nomi^ieCj  widoWy  children^  or  legal  representatives,  A  full 
member  was  one  owning  a  seat  in  the  Exchange,  whether 
suspended  or  not. 

After  the  passage,  MacDowell  paid  all  assessments  except 
those  stated  hereafter. 

On  November  17, 1877,  the  following  amendment  to  the 
constitution  was  adopted : 

"  That  amy  sicspended  me7nher  who  shall  have  failed  for 
three  months  to  pay  in  full  all  gratuity  dues  a/nd  <issessmsntSy 
shall  forthwith  cease  to  he  a  full  memher  for  the  purposes  of 
this  section  /  such  msmher  may  he  restored  to  such  full  memr 
hership  hy  a  fa/oorahle  report  of  the  Standing  Committee^ 

*  MacDowell  \t5.  Ackley,  8  Week.  Notes  Caa.  464. 
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upon  paying  infvU  all  arrears  of  graJtuity  dues  and  assess- 
ments.^ 

It  was  not  shown  that  MacDowell  ever  expressly  assented 
or  agreed  to  this  amendment.  He  failed  to  pay  his  regalar 
quarterly  dues  for  1877  and  for  some  parts  of  the  year  1878, 
and  several  assessments  dne  from  him  to  the  Gratuity  Fund, 
by  reason  of  the  deaths  of  members,  in  1877  and  1878,  and 
continaed  indebted  in  these  amounts  to  the  Exchange  until 
his  death.  In  April  MacDowell  became  hopelessly  insane, 
and  he  was  subsequently,  in  August,  duly  suspended  in  ac- 
cordance with  the  rules  for  non-payment  of  dues,  after  which 
no  further  dues  or  assessments  were  imposed  upon  him.  In 
November,  1878,  he  died,  leaving  one  child,  the  plaintiff, 
his  sole  heir,  and  having  designated  no  person  to  whom  the 
gratuity  from  the  Exchange  should  be  paid. 

After  his  death  his  seat  was  sold  under  the  rules,  but  suffi- 
cient was  not  realized  to  pay  the  claims  of  the  members  of 
the  Exchange.  A  portion  of  the  proceeds  of  the  sale  of  the 
seat  were  applied  to  the  payment  of  said  dues  and  assess- 
ments; said  proceeds  were  not  distributed,  however,  but 
were  held  by  the  treasurer  of  the  Exchange.  This  action 
was  brought  by  the  guardian  of  the  heir  of  MacDowell 
against  the  officers,  etc.,  of  the  Exchange  to  recover  the  sum 
of  $2,000  above  provided  for.  Judgment  was  rendered  for 
the  defendant,  which  was  affirmed  by  the  Supreme  Court, 
where  it  was  held  that  the  right  of  MacDowell  in  this 
Gratuity  Fund  was  grafted  on  his  existing  membership  in 
the  Stock  Exchange,  and  that  he  was  bound  by  the  amend- 
ment which  had  been  regularly  adopted.  The  court  further 
held  that  his  absence  when  the  amendment  was  adopted, 
even  if  shown,  could  not  avail ;  that  even  if  he  had  dis- 
sented therefrom  he  could  not  have  been  relieved  from  its 
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obligation  ;  for,  having  subscribed  to  the  constitution  and 
by-laws,  and  the  change  having  been  made  in  accordance 
therewith,  he  could  not  be  permitted  to  question  its  validity  ; 
he  could  not  enjoy  the  benefits  of  the  fund  without  perform- 
ing his  part  towards  creating  it ;  and  that  his  subsequent 
mental  incapacity  did  not  relieve  him  from  the  eflfect  of 
previous  neglect  and  refusal  to  discharge  his  legal  and  just 
duty. 

Article  XVIII.  of  the  constitution  of  the  New  York 
Stock  Exchange,  establishing  the  gratuity  fund,  will  be 
found  in  the  appendix,  and  the  by-law  of  the  Produce 
Exchange  is  substantially  the  same.^ 

The  agreement  of  the  Stock  Exchange,  expressed  in  its 
constitution,  does  not  bind  that  body  to  pay  upon  the  death 
of  a  member  the  full  sum  named,  but  only  to  pay  that 
sum  or  such  part  thereof  as  shall  be  yielded  by  levy  and 
assessment  upon  surviving  members.^  While  it  is  called  a 
gratuity  it  is  beyond  the  power  of  the  Exchange  itself  to 
withhold  it,  after  collection,  against  those  beneficially  inter- 
ested.' 

The  right  to  the  gratuity  fund  falls  with  the  loss  of 
membership  or  the  non-payment  of  subscriptions  in  accord- 
ance with  the  constitution  and  by-laws.** 

The  provision  in  the  plan  against  assignability  for  debts 
has  been  sustained  by  the  courts.  The  gratuity  is  "  in- 
capable of  assignment.  It  was  the  intention  to  create  pro- 
vision for  the  family  of  the  deceased  member  which  should 

*  Kemp  vs.  New  York  Produce  'Webb  vs.  Meyers,  67  Hun,  11. 

Exchange,  34  App.  Div.  175;  Mc-  See  also  Matter  of  Noyes,  5  Dem. 

Cord    vs.    McCord,    40  App.   Div.  307. 

275.  *MacDowell  vs.  Ackley,  93  Pa. 

» Matter  of  Noyes,  5  Dem.  309,  at  St.  277;  Matter  of  Fay,  26  Misc. 

p.  317.  469. 
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be  beyond  the  hazard  of  loss  from  pecuniary  misfortoDe." ' 
It  is  not  liable  to  the  payment  of  debts  or  legacies'  and 
even  an  assignment  made  during  the  life  of  a  member,  by 
his  wife,  who  was  the  sole  beneficiary  of  the  fund,  in  which 
assignment  the  husband  joined,  would  not  vest  in  the  as- 
signee any  interest  in  the  fund.' 

In  the  last  cited  case  the  court  based  its  conclusion  ^^  npon 
the  broad  ground  that  it  would  not  only  be  against  public 
policy  to  uphold  the  assignment,  but  it  would  be  subversive  of 
the  entire  plan  of  beneficence  as  embodied  in  the  constitution 
and  by-laws  of  the  Exchange."  * 

Nor  does  the  fact  that,  with  the  consent  of  a  creditor  to 
whom  a  seat  in  the  Boston  Stock  Exchange  was  assigned 
to  secure  a  loan,  part  of  a  gratuity  fund  paid  to  the  assign- 
or's widow,  was  applied  in  part  payment  of  the  loan, 
preclude  the  creditor  from  enforcing  his  lien  against  the 
proceeds  of  the  sale  of  the  seat,  as  the  gratuity  was  not 
a  right,  but  merely  a  gift  from  the  other  members  to  the 
widow.* 

Nor  has  the  member  any  such  property  right  in  the 
gratuity  fund  as  would  enable  him  to  change  the  benefi- 
ciary while  Hving  or  alter  the  disposition  of  the  fund  by 
his  will.^    And  it   is  not  taxable  under  the  Transfer  or 

'  Kemp  V8.  New  York  'Produce  *  Nashua  Bank  V8.   Abbott,   63 

Exchange,  34  App.  Div.  175.  N.  E.  (Mass.)  1058. 

"Matter  of  Fay,  25  Misc.  4d8.  •  Webb  vs.  Meyers,  64  Hun,  11. 

'  McCord   vs.   McCord,   46  App.  Yet,  where  in  making  a  particular 

Div.  275.  legacy  to  his  next  of  kin,  the  testa- 

*  Id.     The    argument   upon  the  tor  manifests  his  intention  that  the 

groxmd  of  public  policy  is  based  upon  amount  of  the  gratuity  fund  shall 

the  similarity  of  the  gratuity  fund  to  form  part  thereof,  as  by  directing 

ordinary  life   insurance  policies  for  his  executors  to  collect  it  and  apply 

the  benefit  of  those  dependent  upon  it   on    the  legacy,    the    legatee   is 

the  insured,  which  in  New  York  are  deemed  to  take  the  gratuity  as  pro 

generally  non-assignable.    Id.  tanto  in  satisfaction  of  the  legacy. 
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Inheritance  Tax^  as  assets  of  the  deceased,  as  it  passes 
not  by  virtue  of  his  will,  or  the  administration  of  his  es- 
^te,  but  by  the  contract  of  the  deceased  with  the  Ex- 
change.^ 

The  fund  is  to  be  paid  to  the  widow,  descendants,  children, 
adopted  children,  or  next  of  kin,'  but  under  by-laws  wherein 
children  and  not  adopted  children  were  mentioned,  an 
adopted  child,  in  view  of  the  statutes  giving  to  such  all  the 
rights  of  a  child  including  that  of  inheritance,  was  held  en- 
titled to  share  in  the  fund  and  this,  it  was  said,  would  be  so 
even  if  the  deceased  adopted  the  child,  for  the  very  purpose 
of  enabling  the  adopted  child  to  obtain  the  fund.^ 

The  meaning  of  the  term  "  next  of  kin  "  as  used  in  the 
gratuity  fund  article  is  to  be  determined  according  to  the 
law  of  the  State  at  the  time  the  fund  becomes  payable.* 

It  is  provided  that,  "  In  all  cases  a  certified  copy  of  the 
proceedings  before  a  Surrogate  or  Judge  of  Probate  shall  be 
accepted  as  proof  of  the  rights  of  the  claimants,  be  deemed 
ample  authority  to  the  Exchange  to  pay  over  the  money, 
shall  protect  the  Exchange  in  so  doing,  and  shall  release 


under  the  familiar  doctrine  in  the  '  Article  XVIII.  §  5,  as  amended 

law  of  wills,  that  a  beneficiary  who  to  April,   1903.    Should  there  be 

accepts  the  bounty  of  a  testator  none  of  these,  it  shall  be  credited  to 

must  do  so  upon  such  terms  as  the  the  members  against  whom  the  as- 

testator  has   imposed.     Matter  of  sessment  shall  have  been  levied. 

Noyes,   5  Dem.   309.    And  if  an  *  Kemp  vs.  New  York  Produce 

executor  collects  the  gratuity,  and  Exchange,  34  App.  Div.  175. 

treats  it  as  part  of  the  estate,  and  Semble    that  the  adopted  child 

his  account  is  adopted  as  rendered,  might,  under  the  statutes  of  New 

the  surrogate  has  no  jurisdiction  to  York,  claim  the  fimd,  as  next  of 

reopen  the  decree  for  the  purpose  of  kin,  if  not  considered  as  the  child 

having  the  amount  thereof  deducted  of  the  deceased  within  the  by-law. 

from  the  estate.     Watt's  Estate,  20  Ibid. 

N.  Y.  Supp.  63.  *  Kemp  vs.  New  York  Produce 

»  Matter  of  Fay,  25  Misc.  468.  Exchange,  34  App.  Div.  175. 
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the  Exchange  forever  from  all  further  daim  or  liability 
whatsoever."  ^  And  payment  so  made,  though  to  persons 
not  justly  entitled  thereto,  discharges  the  Exchange  from 
any  liability  to  again  pay  it  over,  even  to  the  rightful  owners 
thereof.  This  protection,  however,  to  the  Exchange  does 
not  affect  the  right  or  title  of  those  legally  entitled  to  the 
fund  to  recover  the  amount  from  the  person  to  whom  it 
was  paid,  as  money  had  and  received  to  their  use.* 

All  interested  beneficially  in  the  fund  should  join  in  any 
action  for  its  recovery  from  the  Exchange.  It  cannot  be 
sued  therefor  piecemeal.* 

In  concluding  this  review  of  the  general  legal  character  of 
unincorporated  Stock  Exchanges,  we  find  that  the  subjects 
discussed  are  comparatively  new  in  the  law,  and  hence  we 
have,  at  great  labor  and  expenditure  of  time,  set  forth  the 
most  important  adjudications  in  full ;  from  which  it  appears 
that  the  courts  have  treated  these  novel  questions  in  a  spirit 
of  great  fairness,  and  that,  when  analogous  branches  of 
the  law  have  failed  to  furnish  precedents,  they  have  been 
determined  upon  general  principles  of  justice  and  good 
sense. 

*  Art.  XVm.  I  5.  Exchange   (Special  Term,  N.  Y.), 

>  Webb  VB.  Meyers,  64  Hun,  11.       N.  Y.  Law  Journal,  July  11,  1901. 

>  Dieoenbiock  vs.  N.  Y.  Produce 
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Chapter  III. 

ANALYSIS  OP  TRANSACTIONS  BETWEEN  BROKER  AND 
CLIENT  UPON  PURCHASE  OR  SALE  OP  STOCKS  IN  THE 
UNITED  STATES. 

L  Stock-Brokers  cmd  Stock  Exchanges — License. 
II.  Legal  Rdatioii  of  Stock-Broker  to  his  Client 
III  Dejmitions  of  Terms  Used. 

IV.  Purchase  on  ^^  Long  AccounV^ — History  of  Trans- 
action. 
(a.)   The  Order  to  Purchase — Price — Number  of  Shares  to 

he  Bought. 
(&.)   Duty  and  Liability  of  Broker  in  Purchasing  ;  Bight 

to  Indemnity. 
(c.)  Disposition  of  Stock  when  Purchased  ;  Safely  Keep- 
ing same  ;  Liability  to  Keep  Identical  Stock  Pur* 
choused,  etc. 
(d.)  Dividends^  Profits,  Assessments,  Calls,  Interest. 
(e.)  Right  of  Client  to  Control  and  Take  Up  Stock. 
V.  Duty  of  Broker  to  sell — "  Stop  Order. '^ 
VL  Special  Contra/yt  with   Client — Jovnt  Adventv/res  in 
Stocks. 
VII.  Sales  for  "  Short  Account:' 

(a.)   Nature  of  Short  Sale. 

(b.)  Duty  of  Broker  to  Sell  at  Price  Ordered, 

(c.)  Nature  of  Contract  Made  upon  "  Borrowing  "  Stock  ; 

and  From  Whom  the  Stock  may  be  Borrowed, 
(d.)  Duty   of  Broker   to     Close    "  Short "    Contra/:t   by 

^^  Buying  in  ^^  Stock. 
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VII L  Compulsory  Sale  hy  Broker . 

(a.)  For  Failure  to  Put  Up  Margins. 

(b.)  Form  of  Notice  ;   Upon  Whom  Served  ;   Reasonable 

Time, 
(c.)  Notice  of  Sale  for  Failure  to  Comply  with  Demand 

for  Margins, 
(d.)  Place  of  Sale, 
(e.)  Broker  Cannot  Sell  or  Purchase, 
(/.)  Effect  of  Sale  or  Purchase  by  Broker. 
IX,   When  Broker  can  Close  the  Transaction. 

X,  When  Broker  can  Act  hy  Substitute, 
XI,  Brok&g^s  Commissions, 
XII.  Communica/tions  het/ween   Broker  a/nd    Client  not 
Privileged, 

XIII.  PtUSy  Calls^  Straddles  and  Pools^  considered  a/pa/rt 

from  their  wagering  aspect. 

XIV.  The  Clearing  House, 

L  Stock-Brokers  and  Stock  Exchanges — ^License. 

In  the  United  States  the  business  of  buying  and  selling 
stocks  and  other  securities  is  generally  transacted  by  Bro- 
kers for  a  commission  agreed  upon  or  regulated  by  the 
usages  of  the  place  ;  and  although  any  person  may  enter 
into  such  an  occupation  ^  upon  his  obtaining  a  license  for 

'  A  national  bank,  however,  is  not  But  it  is  within  the  incidental 
by  its  charter,  or  incidentally,  au-  powers  of  a  national  bank,  as  part 
thorized  to  act  as  broker  in  the  of  the  business  of  banking,  to  sell 
purchase  or  sale  of  bonds  and  securities  for  a  customer,  where  such 
stocks.  First  National  Bank  vs.  sale  is  simply  for  the  purpose  of 
Charlotte,  92  U.  S.  (2  Otto)  122;  increasing  the  customer's  deposit 
Bank  of  AUentown  vs.  Hoch,  89  account  with  the  bank.  William- 
Pa.  St.  324;  Wickler  vs.  First  Na-  son  vs.  Mason,  12  Hun,  97. 
tional  Bank,  42  Md.  581,  and  cases 
cited. 
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that  purpose,  when  he  intends  to  carry  on  the  business  of 
a  Stock-broker  in  a  State  whose  legislation  makes  a  license 
a  prerequisite,  such  business  is  now  generally  restricted  to 
Brokers  who  are  members  of  Stock  Exchanges. 

In  Pennsylvania  the  occupation  of  Stock-broker  is  reg- 
ulated by  statute,  the  substance  of  which  is  here  given : 

I.  Stock-brokers  to  be  licensed,  etc. 

5.  License  to  be  renewed  annually,  etc.,  to  enure  for  the 
benefit  of  assignees  or  legal  representatives.  Proceedings  in 
such  cases  :  Brokers  not  to  use  more  than  one  place  of 
business.  The  same  person  may  be  licensed  as  stock,  ex- 
change, and  bill  Broker. 

6.  Penalty  for  acting  without  license. 

9.  Tax  on  Broker's  license.  Three  per  cent  on  com- 
missions, etc.  (Stock,  bill  and  exchange  Brokers  were  re- 
lieved from  license  tax  by  the  Act  of  June  7, 1901,  P.  L. 
254.) 

10.  To  be  appraised. 

II.  How  classified. 

12.  To  make  annual  returns  on  oath. 

13.  Statement  of  name  of  Broker  or  firm,  location  of 
business,  and  amount  of  capital  engaged  to  be  reported  to 
the  auditor-general. 

14.  Penalty  for  neglect. 

15.  Power  of  auditor-general  in  relation  to  penalties. 

16.  Tax  on  receipts  to  be  additional  to  license.  (This  tax 
was  reduced  from  three  to  one  per  cent  by  the  Act  of 
June  13,  1901,  P.  L.  266.y 


*  See  1  Pepper  &  Lewis's  Digest  of  1899,  p.  184,  and  Opinion  of  Attor- 

the  Laws  of  Penna.  tit.  "Brokers,"  ney  General  of  Penna.,  9  Diet.  Ct. 

where  the  cases  arising  under  the  Rep.  166. 
statute  are  given.    See  also  P.  L. 
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Under  authority  of  the  legislature,  Chicago  has  enacted 
an  ordinance  making  it  unlawful  to  follow  the  business  of 
a  Broker  generally,  without  a  license  therefor.  The  text  of 
the  statute  and  the  ordinance  may  be  found  in  the  cases 
hereinafter  cited. 

The  constitutionality  of  this  license  tax  was  attacked  in 
Illinois,  but  unsuccessfully,  the  supreme  court  holding  that 
a  tax  upon  occupations  or  employments  whether  for  rev- 
enue or  as  an  exaction  for  the  privilege  of  pursuing  a  call- 
ing may  be  imposed  in  the  form  of  a  license  tax  and  that 
the  legislature  is  not  restricted  therein  to  occupations  or 
businesses  which  are  immoral,  vexatious  or  injurious  to  the 
well-being  of  society,  nor  is  it  necessary  that  before  a  busi- 
ness can  be  regulated  or  burdens  imposed  upon  its  exer- 
cise, that  there  should  be  power  to  suppress  it.  ^^  It  is  true 
that  in  order  to  be  effectual,  a  license  must  confer  author- 
ity to  do  that  which  without  the  license  would  be  illegal 
but  .  .  .  the  occupation  may  be  lawful  in  itself  and  not  sub- 
ject to  prohibition  or  regulation  by  the  State,  yet  it  may  be 
prohibited  in  order  to  compel  the  taking  out  of  a  license  if 
the  purpose  is  to  raise  revenue  by  means  of  license  fees. 
Cooley  on  Taxation,  pp.  595, 597."  The  constitutional  re- 
quirement of  uniformity  in  taxes  is  met  by  a  uniform 
operation  upon  all  within  the  class  to  be  taxed,  and  the 
taxing  or  licensing  power  may  be  delegated  by  the  State  to 
its  municipalities.* 

The  ordinance  defines  a  Broker  as  "  one  who  for  commis- 
sion or  other  compensation  isengaged  in  selling  or  negotiating 
the  sale  of  goods,  wares  and  merchandise,  produce  or  grain 
belonging  to  others "  and  the  phrase  "  goods,  wares  and 

*  Banta  vs.  Chicago,  172  lU.  204;  s.  c.  40  L.  R.  A.  611;  Braun  vs 
Caiicago,  110  ni.  186. 
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merchandise  "  includes  shares  in  the  stock  of  incorporated 
companies  and  other  securities  which  are  the  subject  of 
common  barter  and  sale,  and  which  are  given  visible  and 
palpable  form  by  means  of  certificates,  bonds,  or  other  evi- 
dences of  indebtedness.^ 

Brokers  in  mining  stocks  are  also  included  in  the  words 
quoted,  and  a  Broker  who  has  dealt  in  stocks  for  a  third 
party  in  violation  of  the  ordinance  cannot  maintain  an  ac- 
tion for  his  commission.^  But  in  Indiana,  where  there  is  also 
a  licensing  statute  (§  5269,  Horner's  Stats.  1902  ed.),  an  un- 
licensed person  not  engaged  in  ''  the  regular  brokerage  busi- 
ness," to  which  regular  business  the  statute  only  applies,  was 
not  debarred  from  maintaining  an  action  for  compensation 
for  effecting  the  sale  of  stock.^  And  the  statute  does  not 
apply  to  persons  dealing  in  stocks,  etc.,  on  their  own  account/ 

In  Colorado  cities  are  empowered  to  license  Brokers. 
Mill's  Ann.  Stats.  §  4403,  cl.  61. 

In  Kansas  cities  may  collect  a  license  tax  from  keepers 
of  "bucket"  shops  and  option  dealers.  Gen.  Stats.  (Dass- 
ler)  §  727. 

In  Maryland  Stock-brokers  were  required  to  be  licensed. 
Public  Gen.  Stat,  art  56,  §  12,  but  this  section  was  repealed 
by  L.  1896,  ch.  144. 

In  Missouri  money  Brokers  and  exchange  Brokers  must 
be  licensed.  Rev.  Stats.  §  5203.  A  savings  bank  whose 
president  acts  on  behalf  of  the  bank  as  a  money  Broker 
and  exchange  dealer  need  not  be  licensed.*^ 

^  Banta  vs.  Chicago,  supra.  *  Henderson  vs.   State,   50  Ind. 

» Hustis  vs.  Pickands,  27  111.  App.  234. 

270.  *  State  vs.   Field,   49   Mo.   270. 

'  Johnson  vs.  Williams,  36  N.  E.  For  other  cases  on  this  subject,  see 

Rep.  167.    See  also  O'Neill  vs.  Sin-  footnote    to    Missouri    Rev.  Stat, 

clair,  163  LI.  625.  pp.  1212, 12ia 
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In  Michigan,  Brokers  and  exchange  dealers  shall  not  en- 
gage in  such  business  until  a  verified  certificate  giving  cer- 
tain particulars  is  first  filed  with  the  county  clerk.  Comp. 
Laws,  §§  5271-5276. 

Coupon  Brokers  must  be  licensed  in  Virginia.  Code, 
§  402,  L.  1883-4,  §  65 ;  also  Stock-brokers.  L.  1883-1884 
§§  58-60.^ 

All  the  foregoing  enumerated  States  (nine  in  number) 
comprise  some  of  the  sixteen  States  in  the  principal  cities 
of  which  stock  exchanges  have  been  organized.  The  re- 
maining seven  States  have  not  enacted  any  licensing  laws 
as  to  Stock-brokers. 

Other  States  (in  which  stock  exchanges  have  not  been  or- 
ganized) also  provide  for  the  licensing  of  Stock-brokers.  In 
Tennessee,  a  Broker's  privilege  tax  is  not  payable  by  one 
who  sells  stocks  or  bonds  purchased  with  his  own  moneys.' 

In  West  Virginia  Stock-brokers  must  be  licensed.  Code, 
ch.  32 ;  §  2. 

The  city  of  Little  Bock  in  Arkansas  has  power  under  an 
act  passed  in  the  year  1875  (§  12)  to  license  Brokers  who 
buy  or  sell  scrip,  bonds  or  exchange.' 

Under  the  United  States  Internal  Revenue  Act  of  1864 
(now  repealed),  bankers  as  such.  Brokers,  and  bankers  doing 
business  as  Brokers  were  required  to  pay  certain  taxes 
upon  their  transactions.^ 


^Ck>m.  VB.  Lucas,  84  Va.  303.  Blatch.  243;  Qark  vs.  Bailey,  12 

'State  vs.  Duncan,  84  Tenn.  75.  Blatch.  156;  s.c,  aflf'd  21  Wall.  284; 

•City  of  Little *Rock  vs.  Barton,  Bankers'  Cases,  11  Op.  Atty.  Gen. 

33  Ark.  436.  482;  Selden  vs.  Equitable  Trust  Co., 

*  Clark  vs.  Gilbert,  5  Blatch.  330;  94  U.  S.  419;  Warren  \'s.  Shook,  91 

United  States  vs.  Cutting,  3  Wall.  U.  S.  704,  followed  in  State  ve. 

441;  United  States  vs.  Fisk,  3  Wall.  Duncan,  16  Lea  (Tenn.),  75. 
446;     Northnip    vs.    Shook,     10 

12 
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By  the  act  of  June  13,  1898  (30  IT.  S.  Stats,  at  Large 
oh.  448),  commonly  spoken  of  as  the  War  Revenue  Act, 
an  annual  special  or  license  tax  of  $50  was  imposed  upon 
bankers  and  a  similar  tax  upon  stock  and  bill  Brokers,  and 
in  the  case  of  sales  of  stocks  the  seller  was  required  to  de- 
liver to  the  buyer  a  memorandum  of  the  sale,  showing 
the  date  of  the  sale,  the  name  of  the  seller,  the  amount  of 
the  sale  or  the  matter  or  thing  to  which  it  referred.  A  tax 
of  two  cents  for  each  $100  of  the  face  value  of  the  sale  was 
imposed  by  the  act,  and  adhesive  stamps  denoting  the 
amount  of  the  tax  were  required  to  be  afSxed  to  such 
memorandum. 

A  memorandum  and  stamps  were  also  required  upon 
each  sale  or  agreement  to  sell  any  products  or  merchan- 
dise at  any  exchange,  board  of  trade,  or  similar  place. 

The  constitutionality  of  the  provision  requiring  such 
memorandum  and  stamping  has  been  upheld  in  NicoU  vs. 
Ames,*  but  since  these  provisions  were  entirely  repealed  by 
the  act  of  April  13,  1902  (32  Stats,  at  Large,  ch.  500),  it  is 
not  deemed  necessary  to  do  more  than  mention  the  cases. 
The  War  Revenue  Act  was  also  considered  in  McClain  vs. 
Fleshman.' 

The  question  of  the  taxability  of  seats  in  the  Stock  Ex- 
change is  taken  up  in  another  place  {ante^  pp.  163-4). 

Stock  Exchanges  have  been  organized  in  the  following 
cities  of  the  United  States,  viz. :  New  York,  Philadelphia, 
Chicago,  Boston,  St.  Louis,  San  Francisco,  New  Orleans, 
Denver,  Baltimore,  Cleveland,  Cincinnati,  Detroit,  Kansas, 

» 173  U.  S.  509.    Also  in  United  Fed.  880.    Also  in  White  vs.  Treat, 
States  vs.  Thomas,  115  Fed.  207.       100  Fed.  290. 
*  105  Fed.  610;  s.  c.  on  appeal,  106 
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Providence,  Indianapolis,  Richmond,  Washington,  Pitts- 
bnrg,  and  Los  Angeles. 

About  twenty  per  cent  of  the  members  of  the  New  York 
Stock  Exchange  are  known  as  "  Boom  Traders,"  i.  e.  they 
devote  themselves  exclusively  to  dealing  in  securities  on 
their  own  account,  and  in  this  respect  they  resemble  the 
London  Stock  Jobbers.    See  chapter  IX. 

Other  members  of  the  various  Stock  Exchanges  buy  and 
sell  securities  for  themselves,  besides  transacting  brokerage 
business  for  their  clients. 

n.  Legal  Relation  of  Stock-broker  to  his  Client. 

Considerable  discussion  has  arisen  in  the  cases,  especially 
those  in  the  State  of  New  York,  as  to  the  precise  relation 
which  exists,  where  a  Broker  with  his  own  money  purchases 
or  sells  stocks,  etc.,  for  his  Client,  for  the  purposes  of  specu- 
lation. 

Does  the  Stock-broker  in  such  a  transaction,  in  the  ab- 
sence of  an  express  agreement  defining  the  relation,  unite 
in  himself  the  characters  of  '^  Broker,"  ^^  pledgee,"  and 
"  trustee  ? " 

The  importance  of  this  question  is  obvious,  because,  if  it  be 
answered  afEirmatively,  it  would  seem  to  follow  that  all  of 
the  incidents  and  consequences  of  those  characters  would 
attach  to  the  Broker,  in  his  dealings  with  his  Client ;  but, 
on  the  other  hand,  if  the  question  be  answered  negatively, 
the  simple  relation  of  debtor  and  creditor,  arising  out  of  a 
breach  of  contract,  would  exist. 

The  embarrassment  of  the  question  arises  from  the  fact 
that,  in  the  case  of  an  ordinary  purchase  of  stocks  for  spec- 
ulation, on  a  margin,  the  Stock-broker,  without  literally 
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filling  the  technical  definitions  of  "  Broker,"  "  pledgee,"  or 
"  trustee,"  comes  within  the  purview  of  all  of  those  terms. 

He  is  a  Broker  because  he  has  no  interest  in  the  transac- 
tion, except  to  the  extent  of  his  commissions;^  he  is  a 
pledgee,  in  that  he  holds  the  stock,  etc.,  as  security  for  the 
repayment  of  the  money  he  advances  in  its  purchase;'  so 
he  is  a  trustee,  for  the  law  charges  him  with  the  utmost 

'Hays  vs.  Currie,    3  Sand.  Ch.  the  deduction  should  not  be  allowed. 

Ketchum's  ed.  638  (marginal  paging  The  question  was  decided  at  Special 

585).  Term    adversely   to   the   relator's 

'  The  question  of  a  Stock-broker's  contention,  and  this  decision  was 
relation  to  a  client  for  whom  he  unanimously  affirmed  by  the  Ap- 
makes  advances,  on  stocks  pur-  pellate  Division,  whose  decision 
chased  by,  and  held  by,  him  as  was  affirmed  by  the  Court  of  Ap- 
security  for  his  advances,  came  in  peals  on  the  ground  that  the  ques- 
question  incidentally  in  a  recent  tion  of  fact  thus  passed  upon  was 
case  (People  ex  rel.  Sands  vs.  Feit-  not  reviewable, 
ner,  76  App.  Div.  620;  79  N.  Y.  In  a  prior  case  in  the  Surrogate's 
Supp.  1143,  no  opinion,  aff'd  173  N.  Court  it  was  held,  in  a  similar  state 
Y.  647) .  The  relator  contended  of  facts,  that  the  client's  title  to  the 
(see  New  York  L.  J.  November  8,  stocks  was  not  absolute  but  he  held 
1902,  giving  the  arguments  of  coun-  merely  the  rights  of  a  pledgee  with 
sel)  that  a  large  sum  alleged  to  be  relation  to  it,  the  Brokers  being  the 
due  by  him  to  his  Stock-brokers,  owners  of  the  property  at  law,  sub- 
should  be  allowed  as  a  deduction  in  ject  to  the  client's  right  to  redeem 
assessing  his  personal  property  for  upon  paying  the  entire  amount  of 
tax  for  the  year  1901,  on  the  ground  the  debt,  and,  therefore,  on  the 
that  his  relation  with  his  Broker  client's  death,  when  the  securities 
was  that  of  pledgor  and  pledgee,  were  sold  by  the  Brokers  for  a  sum 
and  that  he  absolutely  owned  the  less  than  what  was  due  them,  the 
stocks  purchased  for  him,  and  owed  value  of  the  stocks  sold  was  not 
the  Brokers,  as  pledgees,  the  part  of  the  decedent's  estate  for  the 
amount  of  their  advances.  The  purpose  of  transfer  tax.  In  re 
claim  of  the  tax  commissioners  was  Havemayer,  32  Misc.  416.  If  a 
that  as  the  only  liability  of  relator  Broker  seUs  stock  on  his  own  ao- 
was  contingent  on  a  fall  in  the  price  count  to  .his  client,  the  mere  fact 
of  the  securities,  he  had  shown  no  that  he  acts  as  a  Broker  in  other 
present  liability  under  the  contract  transactions,  does  not  convert  the 
withhisbrokers,andasitwas  uncer-  former  stock  into  a  pledge.  The 
tain  what,  if  anything,  would  ever  relation  of  the  parties  as  to  that 
become  due  from  him  to  his  Brokers,  stock  is  that  of  vendor  and  vendee. 
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honesty  and  good  faith  in  his  transactions ;  and  whatever 
benefit  arises  therefrom  ennres  to  the  cestui  que  trust} 

The  circumstances  attendant  upon  an  ordinary  transac- 
tion between  a  Broker  and  his  Client  in  a  stock  speculation 
are  carefully  described  by  Hunt,  Ch.  J.,  in  a  leading  case  in 
the  State  of  New  York.' 

"  The  customer  employs  the  Broker  ...  to  buy  certain 
stocks  for  his  account,  and  to  pay  for  them,  and  to  hold 
them  subject  to  his  order  as  to  the  time  of  sale.  The  cus- 
tomer advances  ten  per  cent,  of  their  market  value,  and 
agrees  to  keep  good  such  proportionate  advance,  according 
to  the  fluctuations  of  the  market.  .  .  . 

"  The  Broker  undertakes  and  agrees : 

"  1.  At  once  to  buy  for  the  customer  the  stocks  indicated. 

"  2.  To  advance  all  the  money  required  for  the  purchase, 
beyond  the  ten  per  cent,  furnished  by  the  customer. 

"  3.  To  carry  or  hold  such  stocks  for  the  benefit  of  the  cus- 
tomer, so  long  as  the  margin  of  ten  per  cent,  is  kept  good, 
or  until  notice  is  given,  by  either  party,  that  the  transaction 
must  be  closed.  An  appreciation  in  the  value  of  the  stocks 
is  the  gain  of  the  customer,  and  not  of  the  Broker. 

^^  4.  At  all  times  to  have  in  his  name,  or  under  his  control, 
ready  for  delivery,  the  shares  purchased,  or  an  equal  amount 
of  other  shares  of  the  same  stock. 

^^  5.  To  deliver  such  shares  to  the  customer,  when  re- 


Leahy  VB.  LobdeU,   80  Fed.  Rep.  '  Markham  vs.  Jaudon,  41  Y.  N. 

665.  235.    This  analysis  of  the  obliga- 

'  That  thepoeition  which  a  Stock-  tion  of  the  parties  to  a  purchase  of 

broker  occupies  in  relation  to  his  stocks  on  margin  was  adopted  by 

principal  is  that   of  a  trustee  has  the    Connecticut    Supreme    Court, 

been  held  in  Taylor  vs.  Plumer,  3  Skiff  vs.  Stoddard,  63  Conn.  198; 

M.  k  S.  562;  Ex  parte  Cook,  4  Ch.  21  L.  R.  A.  113. 
Div.  123. 
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quired  by  him,  upon  the  receipt  of  the  advances  and  oom- 
missions  accruing  to  the  Broker ;  or, 

^'  6.  To  sell  such  shares,  upon  the  order  of  the  customer, 
upon  payment  of  the  like  sums  to  him,  and  account  to  the 
customer  for  the  proceeds  of  such  sale. 

'^  Under  this  contract  the  customer  undertakes : 

"  1.  To  pay  a  margin  of  ten  per  cent,  on  the  current 
market  value  of  the  shares. 

^'  2.  To  keep  good  such  margin  according  to  the  fluctua- 
tions of  the  market. 

'^  3.  To  take  the  shares  so  purchased  on  his  order  whenever 
required  by  the  Broker,  and  to  pay  the  difference  between 
the  percentage  advanced  by  him  and  the  amount  paid  there- 
for by  the  Broker."^ 

It  may  be  well  to  set  forth  the  history  of  an  ordinary 
transaction  between  a  Client  and  Broker,  even  with  a  little 
more  detail  than  that  contained  in  the  foregoing  extract. 
The  ordinary  margin  paid  on  opening  an  account  with  a 
Broker — that  is,  in  ordering  him  to  buy  or  sell  securities — is 
ten  per  cent.'  The  margin  may  be  less  than  this,  or  fre- 
quently none  is  advanced,  according  to  the  confidence  which 
the  Broker  has  in  the  ability  of  the  Client  to  respond  to 
ultimate  loss.  But,  whether  the  Broker  advance  all  or  only 
the  principal  portion  of  the  sum  invested  in  the  securities, 
the  relation  of  the  parties  is  unchanged.  The  fact  exists 
that  the  Broker  looks  to  the  principal  for  an  indemnity  upon 
the  entire  transaction.  The  Client,  having  given  the  Broker 
an  order  to  buy  or  sell,  either  in  writing  or  verbally,  the 
next  step  in  the  transaction  is,  that  the  Broker  goes  into  the 


'  See  also  Brass  vs.  Worth,  40       '  Markham  vs.  Jaudon,  41  N.  Y. 
Barb.  648.  235. 
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Stock  Exchange  and  executes  the  business,  making  a  verbal 
contract  therefor  with  another  Broker.  Frequently  the 
Broker,  upon  receiving  an  order,  deputes  another,  or  subordi- 
nate. Broker  to  do  the  business.  This  is  contrary  to  the 
general  principal  of  law,  that  an  agent  cannot  delegate 
his  business  to  another — '^  ddegata  potestas  nan  poteri 
ddegari ;  "  ^  but  it  is  justified  by  the  general  usage  of  Wall 
Street^  of  which  the  Client  has  express  or  implied  knowledge.' 

The  exact  transaction  in  the  Stock  Exchange  is  as  follows: 

The  selling  Broker  offers  for  sale  his  securities,  and  if  there 
is  a  Broker  present  who  wishes  to  purchase,  the  coiitract  is 
completed,  upon  his  assenting  to  the  terms  mentioned. 

All  offers  to  buy  or  sell  securities  shall  be  for  100  shares 
of  stock,  or  for  $10,000  par  value  of  bonds,  unless  otherwise 
stated.' 

Some  rules  of  the  Stock  Exchange  are  here  given  which 
farther  illustrate  the  transaction  in  the  Stock  Exchange. 

All  bids  and  offers  made  and  accepted  in  accordance  with 
the  rules  of  the  Stock  Exchange  shall  be  binding.^ 

Bids  and  offers  may  be  made  only  as  follows : 

(a)  "  Cash,"  i.  e.  for  delivery  upon  the  day  of  contract. 

(J)  "  Regular  way,"  i.  e.  for  delivery  upon  the  business 
day  following  the  contract. 

(c)  "  At  three  days,"  i.  e.  for  delivery  upon  the  third 
day  following  the  contract. 

{d)  "  Buyer^s,"  or  "  Seller's  "  options  for  not  less  than  four 
days,  nor  more  than  sixty  days. 


'  Leake's  Dig.  Law  of  Cont.  482.  Stock    Exchange,    Rules    for   the 

*  See  on  this  subject,  subdivision  transaction  or  conduct  of  business, 

X.,  "When  Broker  can  act  by  sub-  Art.  XXIII.  {  2. 

Btitute,"  p.  391.  *  Id.   J  1. 
'Constitution  of  the  New  York 
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Bids  and  offers  under  each  of  these  specifications  may  be 
made  simultaneously  as  being  essentially  different  proposi- 
tions, and  may  be  separately  accepted  without  precedence 
of  one  over  another. 

Bids  and  offers  made  without  stated  conditions  shall  be 
considered  to  be  in  the  "  regular  way." 

On  transactions  for  more  than  three  days  written  con- 
tracts shall  be  exchanged  on  the'*day  following  the  transac- 
tion, and  shall  carry  interest  at  the  legal  rate,  unless  other- 
wise agreed ;  on  such  contracts  one  day's  notice  shall  be 
given,  at"  or  before  2:15  P.  M.,  before  the  securities  shall  be 
deliverable  prior  to  the  maturity  of  the  contract. 

On  offers  to  buy  "  Seller's  Option,  or  to  sell "  Buyer's 
Option,"  the  longest  option  shall  have  precedence.  On  of- 
fers to  buy  "  Buyer's  Option,"  or  to  sell  "  Seller's  Option," 
the  shortest  option  shall  have  precedence.^ 

No  party  to  a  contract  shall  be  compelled  to  accept  a 
substitute  principal,  unless  the  name  proposed  to  be  sub- 
stituted shall  be  declared  in  making  the  offer,  and  as  a  part 
thereof.^ 

When  a  disagreement  arising  from  a  transaction  in  se- 
curities shall  be  discovered,  the  money  differences  shall 
forthwith  be  established  by  purchase  or  sale  by  the  chair- 
man, or  by  mutual  agreement.^ 

All  deliveries  of  securities  must  be  made  before  a  quarter 
after  2  o'clock  P.  M.,  otherwise  the  contract  may  be  closed 
"  under  the  rule,"  in  the  manner  provided  by  Art.  XXVIII.'* 

On  half  holidays  securities  sold  for  "  cash  "  must  be  de- 
livered and   received  at  or  before  11:30  o'clock  A.  M., 


» Id.  i  3.  •  Id.  Art.  XXX. 

» Id.  Art.  XXIV.  i  9.  *  Art.  XXVI.  }  1. 
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otherwise  the  contrax^t  may  be  closed  "under  the  rule" 
(Art  XXVIII.),  after  11: 40  o'clock  A.  M.^ 

In  all  deliveries  of  securities,  the  party  delivering  shall 
have  the  right  to  require  the  purchase  money  to  be  paid 
upon  delivery ;  if  delivery  is  made  by  transfer,  payment 
may  be  required  at  time  and  place  of  transfer.' 

But  to  continue:  the  Brokers,  in  making  transactions 
with  one  another,  do  not  know  for  whom  they  are  made, 
the  names  of  the  principals  being  jealously  concealed.  One 
Broker  looks  to  the  other  contracting  Broker  to  carry  out  the 
transaction,  and  in  practice  there  is  no  attempt  made  to 
enforce  any  liability  against  the  principal  should  he  become 
known.  Here  another  question  arises,  whether  there  is 
any  liability  on  the  part  of  the  unknown  principal  for  the 
default  of  his  Broker  ?  Is  there  any  privity  between  him 
and  the  other  contracting  Broker  ?  We  shall  not  attempt 
to  answer  these  questions  in  this  place,  but  they  are  sug- 
gested as  they  arise  in  the  history  of  the  transaction.^ 

In  transactions  for  three  days  or  less,  there  is  no  written 
contract  as  a  general  rule  between  the  Brokers,  each  one 
merely  dotting  down  the  transaction  made.  On  transac- 
tions for  more  than  three  days  written  contracts  must,  as 
already  stated,  be  exchanged  on  the  following  day.  But 
as  to  every  transaction  it  is  the  duty  of  every  member  to 
report  each  of  his  transactions  as  promptly  as  possible  at 
his  office,  where  he  shall  furnish  opportunity  for  prompt 
comparison.*  If  there  is  no  written  contract  the  contract 
is  invalid  in  a  majority  of  the  States  under  the  Statute  of 
Frauds.*     But  the  rules  (Art.  XXIII.  §  1)  make  them 

» Id.  t  5.  *  Art.  XXIV.  §  1  et  aeq. 

' Id.  Art.  XXV.  §1.  'See  post,  ch.  VII.  tit.  "Statute 

'  See  this  subject  considered,  ch.   of  Frauds." 

vn. 
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inviolable  between  the  members  in  the  tribunal  known  as  the 
"  Arbitration  Committee." 

On  the  following  day,  if  the  transaction  is  made  ^*  in  the 
regular  way,"  the  stocks  are  duly  delivered  at  the  office 
of  the  purchasing  Broker  by  the  selling  Broker,  who  re- 
ceives payment  for  them.  If  the  sale  be  made  on  time,  the 
transaction  is  completed  when  the  time  expires.  The 
stock,  when  received,  remains  in  the  office  of  the  purchas- 
ing Broker  to  await  the  further  orders  of  the  Client.  Some- 
times the  stock  is  held  by  the  Broker  with  merely  a  general 
power  of  attorney  in  blank  attached  to  or  endorsed  on  it 

The  receiver  of  the  shares  of  stock  shall  have  the  option 
of  requiring  the  delivery  to  be  made  either  in  certificates 
therefor  or  by  transfer  thereof ;  except  that  in  cases  where 
personal  liability  attaches  to  ownership,  the  seller  shall 
have  the  right  to  make  delivery  by  transfer.  The  right 
to  require  receipt  or  delivery  by  transfer  shall  not  obtain 
while  the  transfer  books  are  closed.^ 

Deliveries  of  securities  on  contracts  subject  to  the  rules 
ol  the  Exchange  shall  in  all  cases  conform  to  the  require- 
ments for  regularity  which  may  be  made  from  time  to 
time,  by  the  committee  on  securities.' 

The  buyer  must,  not  later  than  2:15  o'clock  P.  M.,  accept 
and  pay  for  all  or  any  portion  of  a  lot  of  stock  contracted 
for,  which  may  be  tendered  in  lots  of  one  hundred  shares,  or 
multiples  thereof  ;  and  he  may  buy  in  "  under  the  rule"  the 
undelivered  portion,  in  accordance  with  the  provisions  of 
Article  XXVIII.  This  rule  shall  also  apply  to  contracts 
for  bonds  where  tender  is  made  in  lots  of  $10,000,  or 
multiples  thereof.^ 

» Constitution,  Art.  XXV.  1 2.  •  Id.  f  4. 

•Id.  §3. 
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Usoally  the  stook  is  transferred  on  the  books  of  the  Com- 
pany in  the  name  of  the  Broker,  rarely  in  the  name  of  the 
principal.  This  stock  is  considered  as  the  Client's,  subject 
only  to  the  lien  of  the  Broker  for  advances  and  commissions. 
The  Broker  collects  the  dividends,  and  pays  assessments 
upon  it,  if  any  be  levied,  and  the  same  remains  in  his  hands 
throogh  the  whole  transaction  until  it  is  sold,  the  Client 
never  having  possession  of,  and  rarely  ever  seeing,  the  stock. 
Upon  the  purchase  of  the  stock,  the  Broker  sends  a  notice 
to  his  Client  giving  the  price  wad  the  name  of  the  Broker 
from  whxMn  hs  Kae  pwrcKaeed.  What  effect  this  would 
have  upon  a  contest  between  the  unknown  principal  and 
the  other,  or  selling,  Broker  is  stiU  another  question.  Fre- 
quently a  Broker  is  himself  a  speculator,  and,  in  executing 
an  order  for  his  principal,  unites  a  purchase  or  sale  on  his 
own  account.  Finally,  the  Broker  in  many  instances  may 
have  two  Clients,  who,  at  the  same  time,  give  him  counter- 
orders,  the  one  to  buy  and  the  other  to  sell,  which  the  Bro- 
ker frequently  executes  at  the  market  price,  but  without 
any  real  sale  or  purchase,  merely  making  cross-entries  in 
his  books.  In  the  absence  of  any  fraud  or  any  damage  to 
the  Clients,  can  such  transactions  stand  ?  During  the  time 
the  stock  or  securities  remain  in  the  possession  of  the  Bro- 
ker, he  uses  them  to  raise  money  with  which  to  carry  on  his 
business,  and  no  attempt  is  made  to  keep  the  stocks  sepa- 
rate, or  to  keep  the  identical  certificates  on  hand,  the  Client 
usually  being  satisfied  if  the  Broker  is  able  to  deliver  the 
number  of  shares  purchased,  without  any  regard  to  particu-. 
lar  certificates.  According  to  the  strict  legal  definition,  it  is 
manifest  that  a  Stock-broker,  in  transactions  such  as  those 
described  above,  is  not  embraced  within  the  term  "  Broker." 

'^  Brokers"  have  been  defined  by  a  standard  legal  lexicog- 
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rapher  to  be  ^'  those  who  are  engaged  for  others  In  the 
negotiation  of  contracts  relative  to  property  with  the  cus- 
tody of  which  they  ha/ce  no  concern  /  "  ^  and  "  Stock-brokers  " 
as  ^^  those  employed  to  buy  and  seU  shares  of  stocks  in  incor- 
porated companies  and  the  indebtedness  of  governments."  ^ 
The  distinctions  between  a  Stock-broker  and  an  ordinary 
Broker  are  tersely  sammarized  by  Woodruflf,  J.,  in  his 
dissenting  opinion  in  the  well-known  case  of  Markham  vs. 
Jaudon,^  in  this  language :  ^^  In  the  first  place,  the  Stock-dealer 
who  is  employed,  thoagh  called  a  Stock-broker,  does  not  act 
as  Broker  in  this  transaction.  It  is  no  part  of  the  office  or 
duty  of  a  Broker  to  pay  the  price.  It  is  no  part  of  the  office 
or  right  of  a  Broker  to  receive  the  property,  still  less  to  take 
the  title  to  his  own  name.'  In  this  transaction  he  acts  in  a 
peculiar  business,  in  his  own  name  and  on  his  o^vn  responsibil- 

^  1  Bouv.  L.  Diet.  Rawle's  Rev.  caUing  of  grea^  responsibilities,  in 

title  "Broker";  Ewall's  Evaus  on  which    punctuedity,    honesty,    and 

Agency,    Bedford's    American   ed.  knowledge  are  required."     Per  Van 

p.  36;  Mechem  on  Agency,  §{  13,  Vorst,  J.,  White  \'s.  Brownell,  3  Ab. 

927, 936;  Reinhard  on  Agency,  }  21;  (N.  Y.)  Pr.  (n.  s.)  326. 

Huffcut  on  Agency,  J  112;  Tiffany  Ml    N.    Y.    256;   Northrup   vs. 

on  Agency,  p.  224;    Braun  vs.  City  Shook,  10  Blatch.  243. 

of  Chicago,  110  111.  at  p.  194.  ^  A  Broker  has  not  the  custody  of 

'Ibid.;  Anderson's  Law  Diet,  the  goods  of  his  principal;  he  is 
title  "  Broker";  Black's  Law  Diet,  merely  empowered  to  effect  the  con- 
same  title.  See  also  Clark  vs.  Pow-  tract  of  sale  or  purchase  on  his  be- 
ell,  1  Nev.  <fe  M.  494,  arguments  of  half.  Chitty  on  Cont.  (11th  Am.  ed.) 
counsel  pro  and  con.;  Ab.  L.  Diet.  274;  Paley  on  Ag.  13;  Story  on  Ag. 
title  "Broker";  Banta  vs.  Chicago,  (9th  ed.)  J  28  et  seq.  The  funo- 
172  m.  204;  s.  c.  40  L.  R.  A.  611.  tions  of  a  Stock-broker  are  thus 
*'A  Broker  is  an  agent  simply.  He  broader  than  those  of  the  ordinary 
transacts  business  not  for  himself,  Broker;  some  of  these  broader  func- 
but  for  another.  He  is  a  middle-  tions  pertain  more  nearly  to  the 
man,  a  negotiator  between  other  functions  of  factors  or  bankers,  but 
persons  for  a  compensation.  A  their  exercise  does  not  make  the 
Stock-broker  deals  in  stocks  of  Stock-broker  any  the  less  such, 
moneyed  corporations  and  other  se-  Banta  vs.  Chicago,  supra, 
curities  for  his  principal.     It  is  a 
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ity,  protected  against  loss  by  the  indemnity  furnished,  or  by 
the  agreement  to  be  furnished  to  him.  The  idea  of  mere 
agency  ordinarily  suggested  by  the  name  Broker  does  not, 
therefore,  arise  out  of  the  fact  that  the  dealers  in  stocks  for  ac- 
count of  others,  as  to  profit  and  loss,  are  called  Stock-brokers. 
In  the  next  place,  the  transaction,  according  to  the  intent 
and  purpose  of  the  employment  of  the  Broker,  does  not  con- 
template that  the  customer  will  ever  receive  the  stock,  or 
ow^n  it.  It  may  be  that  if  the  Broker  desires  to  close  his 
connection  with  the  transaction,  the  customer,  if  he  pays 
the  cost,  interest,  and  all  commissions  which  the  Broker  has 
earned,  or  is  entitled  to  earn,  wiU  receive  the  stock.  Whether 
he  may  so  insist  or  not  is  a  collateral  question ;  and,  if 
he  be  so  entitled,  it  will  nevertheless  be  true  that  this  is  not 
in  pursuance  of  the  arrangement,  but  a  departure  from  it ; 
for  the  intent  is,  that  the  stock  shall  be  carried  by  the  Bro- 
ker until  directed  to  be  sold,  the  customer  never  having 
the  title  to  the  stock  at  all.  And,  finally,  in  my  opinion, 
the  transaction  is  an  executory  agreement  for  a  pure  specu- 
lation in  the  rise  and  fall  of  stock,  which  the  Broker,  on 
condition  of  perfect  indemnity  against  loss,  agrees  to  carry 
through  in  his  own  name  and  on  his  own  means  or  credit, 
accounting  to  his  customer  for  the  profits,  if  any,  and  hold- 
ing him  responsible  for  the  loss. " 

Notwithstanding  these  technical  differences,  the  decided 
inclination  of  the  courts  has  been  to  visit  a  Stock-broker  with 
all  of  the  responsibilities  of  a  Broker  and  pledgee,  and,  as  we 
shall  hereafter  see,  to  confer  upon  him  all  the  advantages 
of  those  relations. 

It  is  impliedly  conceded  by  Mr.  Justice  Woodruff,  and  all 
the  advocates  of  his  view  of  the  law,  that  where  the  Stock- 
broker makes  purchases  of  stock,  etc.,  for  his  principal  ybr 
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iiwestmenty  with  money  furnished  by  the  former,  the  rela- 
tion of  pledgor  and  pledgee  exists.^ 

It  is  also  conceded  that  when  stock,  etc.,  is  purchased  on  a 
margin  for  the  Client,  although  it  does  not  become  the  prop- 
erty of  the  latter,'  together  with  all  its  future  dividends  and 
earnings  ;^  yet  that  the  Client  is  entitled  to  the  possession  of 
such  stocks,  etc.,  upon  paying  the  money  represented  in  their 
purchase,  with  the  commissions  of  the  Broker.' 

So  it  has  been  decided  that  a  pledgee  of  stock  is  not  liable 
for  a  loss  occasioned  by  his  neglect  to  sell  the  stock,  it  having 
depreciated  in  his  hands  till  it  became  worthless,  when,  by 
the  contract  between  the  parties,  the  right  to  sell  the  stock 
had  been  conferred  upon  the  pledgee  or  a  third  person ;  and 
the  pledgee  has  never  refused  to  transfer  the  stock  for  the 
purpose  of  a  sale,  and  the  pledgor  has  never  requested  that  a 
sale,  should  be  made.' 

It  has  been  also  held  that  a  Stock-broker  is  not  liable  where 
spurious  securities  are  purchased  by  him  for  a  Client  in  the 
regular  course  of  business.  And  if  he  sell  stocks  or  securities 
for  his  principal,  which  turn  out  to  be  spurious,  and  the  Bro- 
ker, in  consequence,  repays  the  purchase- money  to  the  buyer, 
he  can  recover  the  same  from  the  principal.* 

So  if  the  pledge  be  stolen  from  the  Broker,  he  is  not  liable 
unless  the  theft  arose  from,  or  was  connected  with,  a  want 
of  ordinary  care  on  his  part.' 

*  Markham  vs.  Jaudon,  41  N.  Y.  133;  O'Neill  vs.  Whigham,  87  Pa.  St. 
235,  at  257  and  258;  also  Grover,  J.,   394. 

8.  c.  at  247.    See  also  Baker  vs.       *  Lamert  vs.  Heath,  15  M.  &  W. 

Drake,  53  N.  Y.  211,  at  216.  486;  s.  c.  Lambert  vs.  Heath,  15  L. 

'  Id.  J.  Exch.  298;  MitcheU  vs.  Newhall, 

» Id.  15  M.  &  W.  308;  Westropp  vs.  Sol- 

*  Per  Grover,   J.,   Markham  vs.   omon,  8  C.  B.  373. 

Jaudon,  supra,  p.  247.  ^  2  Pars,  on  Cont.  (8th  ed.)  vol.  2, 

'Howard  vs.  Brigham,  98  Maas.   p.  119  (bottom  paging);  Abbett  vs. 
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Again,  if  assessments  or  ^^ calls"  are  made  upon  stocks 
which  a  Broker  holds  for  a  Client,  the  liability  to  pay  them, 
if  any,  is  that  of  the  principal,  and  not  the  Broker.*  In  fine, 
all  of  the  benefits,  liabilities,  and  disadvantages  of  ownership 
are  attached  to  the  principal,  while  the  Broker  has  no  in- 
terest in  the  transaction  except  to  the  extent  of  his  com- 
missions.^ 

In  view,  therefore,  of  these  considerations,  the  better  doc- 
trine would  seem  to  be  to  hold  the  Broker  to  the  responsi- 
bilities of  that  relation  ;  in  fact,  it  appears  difficult  to  con- 
ceive of  any  other  relation  which  could  so  fully  harmonize 
with  the  circumstances  as  that  of  Broker  and  pledgee.' 

The  leading  case  of  Markham  vs.  Jaudon  was  expressly 
overruled  on  the  question  of  the  measure  of  damages  in  an  ac- 
tion for  the  conversion  of  stocks  by  a  Broker.*  It  should  also 
be  noticed  that  there  were  two  elaborate  dissenting  opin- 
ions by  Woodruff  and  Grover,  J  J.,  on  the  question  of  the  rela- 
tion which  existed  between  the  Broker  and  the  Client,  the 
two  judges  just  mentioned  holding  that  the  Brokers  were 
not  pledgees,  but  that  they  held  the  stock  under  a  contract 
which  enabled  them  to  sell  upon  the  failure  of  the  Client  to 
furnish  margins.  When  this  question  came  again  before 
the  court  of  last  resort  in  New  York,'  Commissioners  Earl 
and  Keynolds  both  wrote  opinions  affirming  the  judgment 
on  the  specific  ground  that  the  Brokers  were  pledgees.  But 
in  the  case  of  Baker  vs.  Drake*  (which  was  not  adverted  to 
in  the  preceding  case),  overruling  Markham  vs.  Jaudon 

Frederick,  56  How.  Pr.  (N.  Y.)  68.  doctrine  criticised  in  In  re  Swift,  112 
See  Arent  vs.  Squires,  1  Daly,  347.   Fed.  Rep.  318. 

» McCaUa  vs.  Clark,  55  Ga.  53.  *  Baker  vs.  Drake,  53  N.  Y.  211. 

'  See  the  above  questions  consid-  *  Stenton  vs.  Jerome,  54  N.  Y. 
ered  at  pp.  218,  264.  480. 

'See,  however,   the   New  York       •53N.Y.2U. 
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upon  the  question  of  the  measare  of  damage,  Mr.  Justice 
Eapallo,  in  alluding  to  the  latter  case,  said  :  '^  It  seems  to 
me,  after  as  full  an  examination  of  the  subject  as  circam- 
stances  have  permitted,  that  the  dissenting  opinions  (per 
Woodruflf  and  Grover,  J  J.,  alluded  to  above)  embody  the 
sounder  reasons."  Yet,  v^rhen  Baker  vs.  Drake  came  before 
the  Court  of  Appeals  again  in  September,  1876,*  the  court 
expressly  reiterated  and  reaffirmed  three  propositions  laid 
down  in  the  case  of  Markbam  vs.  Jaudon,  the  principal  one 
being  that  "  the  relation  of  Broker  and  Client,  under  the 
ordinary  contract  for  a  speculative  purchase  of  stock,  is  that 
of  pledgee  and  pledgor."  From  this  view  Rapallo  and 
Allen,  JJ.,  dissented. 

The  doctrine  of  Markham  vs.  Jaudon  was  again  distinctly 
reaffirmed  in  the  last-mentioned  respect  in  Gruman  vs. 
Smith,*  and  in  several  later  cases.*  And  this  now  seems 
to  be  the  established  law  in  New  York,'  and  is  sustained 


»  66  N.  Y.  518.  chum,  5  Robt.  (N.  Y.)  607;  Capron 

» 81  N.  Y.  25,  reversing  12  J.  &  S.   vs.  Thompson,  86  N.  Y.  418;  GiUett 
389.  vs.  Whiting,  120  N.  Y.  402;  Douglas 

'  See  cases  cited  in  following  note.  vs.  Carpenter,  17  App.  Div.  329;  45 
*  Gruman  vs.  Smith,  81  N.  Y.  25;  N.  Y.  Supp.  219;  Zimmerman  vs. 
Markham  vs.  Jaudon,  41  N.  Y.  235;  Heil,  33  N.  Y.  Supp.  391,  aff'd  156 
Morgan  vs.  Jaudon  (Ct.  of  App,),  4  N.  Y.  703.  Contrary  to  this  view  in 
How.  Pr.  (N.  Y.)  366;  Stenton  ^'s.  addition  to  the  cases  cited,  supra, 
Jerome,  54  N.  Y.  480;  Baker  vs.  are  Hanks  vs.  Drake,  49  Barb.  (N. 
Drake,  53  N.  Y.  211;  id.  66  N.  Y.  Y.)  186;  Schepeler  vs.  Eisner,  3 
51S;"Ritter  vs.  Cushman,  7  Robt.  Daly,  11;  Sterling  vs.  Jaudon,  48 
(N.  Y.)  294;  Read  vs.  Lambert,  10  Barb.  (N.  Y.)  459,  which  have  all 
Ab.  Pr.  (n.s.)  428;  McNeil  vs.  Tenth  been  expressly  overruled  in  the 
National  Bank,  55  Barb.  (N.  Y.)  59  State  of  New  York, 
(reversed  on  other  points  in  46  N.  Whether  the  relation  is  that  of 
Y.  325);  Clarke  vs.  Meigs,  22  How.  pledgor  and  pledgee,  or  that  of  a 
Pr.  (N.Y.)  340;  Brass  vs.  Worth,  40  special  contract  under  which  the 
Barb.  (X.  Y.)  648;  Andrews  vs.  Broker  holds  the  stock,  the  Broker's 
Gierke,  3  Bosw.  585;  Taylor  vs.  Ket-  obligation  to  keep  the  same  or  an 
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in  the    United    States   generally  by  the  weight  of  au- 
thority.* 

The  theory  that  the  relation  which  exists  between  a 
Stock-broker  and  his  Client  in  an  ordinary  speculative  trans- 
action is  not  that  of  pledgor  and  pledgee,  is  mainly  based 
upon  the  argument  oi  inconvenienti.  It  is  said  that  as 
stocks  are  a  fluctuating  species  of  property,  whose  value  is 
liable  to  be  wiped  out  in  a  moment,  the  burden  should  not  be 
put  upon  a  Broker  to  give  his  Client  notice  of  a  decline  or 
rise,  as  the  case  may  be,  and  to  make  a  demand  for  fur- 
ther margins.  But  this  argument  is  just  as  forcible  when 
applied  to  the  undisputed  case  of  a  pure  pledge,  where  it  is 
conceded  that  there  must  be  notice  to  the  pledgor  before  a 
sale  can  be  made,  as  where  the  owner  of  stocks  pledges  them 
to  secure  borrowed  money.  In  this  instance,  although  the 
stocks  are  liable  to  decline  and  leave  the  lender  without 


equal  quantity  of  stock  in  his  pos-  3  Sim.  153,  aff'd  by  House  of  Lords 

session,   is  the  same.     Taussig  vs.    in    5    Bli.    (n.  s.)  165.    The  text 

Hart,  58  N.  Y.  425.  writers     also    have    adopted    this 

^  Skiff  vs.  Stoddard,  63  Conn.  198,   view.     See  works  cited  in  Skiff  va 

222;  21  L.  R.  A.  112;  Thompson  vs.   Stoddard,  supra,  at  p.  222. 

Toland,  48  Cal.  99;  Cashman  vs.       In  the  carrying  of  executory  con^ 

Root,    89    Cal.    373;    Kenfield   vs.   tracts  for  the  future   delivery  of 

Latham,    2    Cal.    Leg.    Rec.    235;   grain,  when   neither  the  grain  nor 

Brewster  vs.  Van  Liew,  119  111.  554;   warehouse   receipts   are   delivered, 

Gilpin  vs.   Howell,  5  Pa.  St.  41 ;   the  Broker  is  not  a  pledgee,  and  the 

Wynkoop  vs.  Seal,  64  Pa.  St.  361;   distinction  between  such  a  case  and 

Esser  vs.  Linderman,  71  Pa.  St.  76;   the  case  of  a  carrying  of  stock  on  a 

Maryland  Fire  Ins.  Co.  vs.  Dalrym-  margin  is  this:  The  stocks  are  de- 

ple,  25  Md.  242;  Baltimore  Ins.  Co.   livered  into  the  actual  possession  of 

vs.  Dalrymple,   id.  269;  Child  vs.   the  Broker  who  claims  it  as  the 

Hugg,  41  Cal.  519;  Chew  vs.  Louch-  pledge,  while  the  grain  bought  for 

heim,  80  Fed.  Rep.  500  ("The  re-  his  customer  or  any  evidence  of 

lation  of  the  parties  was  that  of  title  thereto  is  not  delivered  to  the 

bailor    and    bailee").     The    same   commission  merchant.    Corbett  vs. 

rule  would   seem  to  exist  in  En-  Underwood,  83  111.  324. 

gland:   Brookman  vs.  Rothschild, 

13 
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secarity,  it  is  clear  that,  in  the  absoDce  of  express  agree- 
ment, they  conld  not  be  sold  without  legal  notice.^  So  it 
has  been  held  that  where,  instead  of  money,  the  Client  de- 
posits stock,  etc.,  as  mai^gin,  the  relation  of  pledgor  and 
pledgee  exists.' 

The  Broker  may  always,  in  the  outset,  protect  himself 
against  the  fluctuations  of  an  advance  or  decline  in  the  market 
by  exacting  sufficient  margins  to  meet  the  contingencies  of 
speculation  and  if  he  neglect  to  do  this,  he  should  not 
expect  the  law  to  aid  him. 

But  finally,  the  Broker  may  always  fully  insure  himself 
by  making  a  special  contract  with  his  Client,'  which  will 
enable  him  to  dispose  of  securities  in  any  manner  and  at 
any  time  that  may  be  agreed  upon  without  notice,  and  -such 
contracts  the  law  will  uphold  and  carry  out.^ 

A  different  result  has  been  reached  in  Massachusetts. 
There  it  is  held  that  the  transaction  between  a  Broker  and 
his  Client  on  a  marginal  purchase  of  securities  stands  on 
the  footing  of  a  contract  by  the  Broker  to  deliver  the  shares 
on  the  payment  by  the  Client  of  so  much  money.  This 
doctrine  is  probably  peculiar  to  cases  arising  in  Massachusetts ' 
and  was  first  promulgated  in  the  case  of  Woods  vs.  Hays.* 

>  Schouler   on   Bailm.    (3d    ed.)  >  In  re  Swift,  112  Fed.  Rep.  31S; 

i  229.  Skiff  vs.  Stoddard,  63  Conn.  214;  21 

'  Lawrence  vs.  Maxwell,  53  N.  Y.  L.  R.  A.  111.    A  later  decision  in 

19.    See  also  Vaupell  vs.  Woodward,  Massachusetts,     however,    affirms 

2  Sandf.  Ch.  143;  De  Cordova  vs.  that   the   English  doctrine  on  the 

Bamum,  9  N.  Y.  Supp.  237,  aff'd  subject    is    the  same  as   that  of 

130  N.  Y.  615;  Mattem  vs.  Sage,  16  Massachusetts,  citing  Bentinck  vs. 

Daly,  142.  3ank    (1893),    2    Ch.    Div.    120, 

'  See  in  this  connection  remarks  140;  Chase  vs.  Boston,  180  Maaa. 

by  Hunt,  Ch.  J.,  Markham  vs.  Jau-  458. 

don,  41  N.  Y.  244.  *  81  Mass.  375. 

*  Post,  subd.  (VI.)  of  this  dii^ter, 
p.  306. 
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While  that  case  did  not  in  its  facts  present  a  marginal  pur- 
chase at  all,  and  if  it  stood  alone  might  not  be  decisive,^ 
it  has  in  subsequent  decisions  of  the  same  court  received 
the  interpretation  indicated  above.^  These  subsequent 
cases*  have  been  held  by  the  United  States  courts  to  de- 
clare the  rule  in  Massachusetts  in  cases  arising  in  that  State, 
and  therefore  to  be  governed  by  its  law.' 

And  a  recent  Massachusetts  decision  holds  that  the  legal 
title  is  in  the  Broker,  and  he  is  liable  to  pay  municipal  tax 
on  the  value  of  stocks,  carried  by  him  on  margins.*^  The 
question  of  the  Broker's  relation  to  his  customer  also 
came  up  in  the  case  of  Rice  vs.  Winslow,*  in  which 
the  latter  sought  to  recover  margins  deposited  with  his 
Broker  to  secure  the  purchase  of  securities  bought  and 
afterwards  sold  by  the  defendant,  on  the  ground  that,  under 
the  cases  cited,  the  relation  was  a  contractual  one,  and, 
that  being  so,  the  Broker  ultimately  seUs  to  the  customer, 
and  that  sale  brought  the  transaction  within  the  first  clause 
of  §  2,  of  the  gammg  statute— L.  1890,  ch.  437  ;  but  the 
court  held  that  such  a  construction  was  a  mistake.    The 


>  In  re  Swift,  105  Fed.  Rep.  496;  *  In  re  Swift,  105  Fed.  Rep.  49^, 
Jones  on  CoUateral  Securities  (2d  s. caff 'd  112  Fed.  Rep.  319.  It  was 
ed.),  f  498,  note.  suggested  in  the  last-named  case 
'  See  next  note,  3.  that  the  difference  in  the  doctrines  of 
'Covell  vs.  Loud,  135  Mass.  41;  the  New  York  and  Massachusetts 
Jordan  vs.  Weston,  168  Mass.  401.  courts  was  one  of  name  only  and 
In  this  latter  case,  while  the  court  not  of  substance.  There  are,  how- 
recognized  the  rule  declared  in  ever,  differences  of  substance  which 
Govell  vs.  Loud,  there  was  appar-  become  apparent  when  the  reme- 
ently  some  doubt  in  its  mind  of  the  dies  respectively  for  conversion  and 
correctness  of  the  rule.  See  In  re  for  simple  breach  of  contract  are 
Swift,  105  Fed.  Rep.  496.     But  a  considered. 

later    decision   affirmed    the  doc-  'Chase  vs.   Boston,    180    Mass. 

trine.     Chase  vs.  Boston,  180  Mass.  458. 

458.  *  Rice  vs.  Winslow,  180  Mass.  500. 
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relation  of  the  Broker  to  the  oastomer  was  that  of  an  agent, 
and  when  the  Broker  actually  bought  and  received  the  se- 
curities, there  was  no  violation  of  the  statute.  The 
contract  referred  to  in  the  statute  \Yas  the  contract  to  buy, 
not  the  contract  to  carry,  the  securities. 

Upon  the  whole,  while  it  must  be  conceded  that  there 
are  apparently  some  incongruous  features  in  the  rela- 
tion,*  there  seems  to  be  neither  difficulty  nor  hardship  in 
holding  that  a  Stock-broker  is  a  pledgee;  for,  although 
it  is  true  that  he  ma}''  advance  all  or  the  greater  part 
of  the  money  embraced  in  the  speculation,  if  he  acts  hon- 
estly, faithfully,  and  prudently,  the  entire  risk  is  upon  the 
Client,  and  may  be  enforced  against  him  as  a  personal 
liability,  irrespective  of  the  value  of  the  securities,  which 
are  the  subject  of  the  transaction.  To  introduce  a  dif- 
ferent rule  would  give  opportunities  for  sharp  practices 
and  frauds,  which  the  law  should  not  invite ;  and  if  it  be 
true,  as  Mr.  Justice  Woodruff'^  puts  it,  that  "  the  transaction 
is  an  executory  agreement  for  a  pure  speculation  in  the  rise 
and  fall  of  stock,  which  the  Broker,  on  condition  of  perfect 
indemnity  against  loss,  agrees  to  carry  through  in  his  own 
tianne  and  on  his  own  means,"  accounting  to  the  Client  for 
the  profits,  it  is  very  questionable  whether  all  the  transac- 
tions of  Wall  Street  could  not  be  set  aside  as  mere  wagers.^ 
But,  as  we  have  seen,  the  cases  most  emphatically  condemn 
this  view,  except  those  in  Pennsylvania,  in  one  of  which 
— viz..  North  vs.  Phillips^ — the  Supreme  Court  of  Penn- 

^  Markham    vs.    Jaudon,    supra;  '  Markham  vs.  Jaudon,  41  N.  Y. 

dissenting  opinions.     In  re  Swift,  256;  ante,  p.  189. 

105  Fed.  Rep.  498;  112  Fed.  Rep.  'See  cases  cited  in  chapter  on 

318.    See  also  Skiff  vs.  Stoddard,  63  "Stock-jobbing." 

Conn.  217  et  seq;  21  L.  R.  A.  112,  *  89  Pa.  St.  250. 
113. 


Legal  Relation  to  Client  197 

sylvania  held  that  the  peculiar  facts  there  developed  showed 
that  the  dealings  between  the  Client  and  the  Brokers  were 
in  ^'differences"  and  '^  margins,"  and  the  purchase  and  sale 
of  the  stock  were  a  mere  pretence ;  but  it  is  plain,  from 
reading  the  opinion  of  the  learned  judge  in  that  case,  that 
not  only  was  no  effect  given  to  the  verdict  of  the  jury, 
which  found  that  the  purchases  of  stocks  had  been  made 
hatia  fide^  but  the  different  elements  which  made  up  the 
transaction  between  the  Brokers  and  their  Client  were 
completely  overlooked — viz.,  that  stock  was  actually  pur-|V 
chased  for  the  Client ;  that  it  was  held  subject  to  his  or-i 
ders ;  that  he  would  have  been  entitled  to  the  dividends- 
thereon ;  that  he  could  have  insisted  upon  the  instantaneous 
delivery  of  the  stock  to  him  upon  tendering  the  purchase- 
money  remaining  due ;  that,  if  the  Brokers  bad  failed,  thef 
stock  would  not  have  passed  to  their  assignees ;  and  that,  in 
fine,  the  Brokers  were  only  interested  in  the  transaction  to* 
the  extent  of  their  commissions.  With  great  respect, 
therefore,  we  think  that  this  case  is  not  entitled  to  rank 
as  an  authority  upon  the  question  involved,  especiaUy  as  it 
appears  to  be  directly  opposed  to  the  previous  cases  of 
Esser  vs.  Linderman  ^  an^  Wynkoop  vs.  Seal,^  where  sim- 
ilar transactions  were  upheld.' 

^  71  Pa.  St.  81.  said:  "In  dealing  with  stock  tran»- 

*  64  Pa.  361.  actions  falling  within  or  in  any  way 

'  See  this  question  fully  discussed  connected  with  wagering  contracts, 

in- chapter  on  "Stock- jobbing/'  un-  the  law  of  Pennsylvania  is  of  ex- 

der  head  of  "Wagers."    The  case  ceptional  and  ...  of  illogical  and 

cited  must  be  considered  as  sub-  untenable  severity  in  its  interfer- 

stantially    overruled    in    Pennsyl-  ence  with  the  business  affairs  of 

vania.     Since  the  text  was  written  parties  sui  jtiris  and  entirely  com- 

the  Supreme  Court  of  Pennsylvania  petent  to  manage  their  own  affairs." 

in  speaking  of  the  class  of  cases  of  "  A  purchase  of  stock  for  speculation 

which  North  vs.  Phillips  was  one,  has  even  when  done  merely  on  margin 
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Some  cases  have  also  been  decided  in  New  York  involv- 
ing the  question  of  a  Stock-broker's  character  as  a  trostee. 
In  McBurney  vs.  Martin  ^  the  complaint  set  up  a  refosal  by 
the  defendant  Stock-broker  to  pay  money  claimed  to  have 
been  received  by  him  in  a  fiduciary  capacity,  and  the  court 
in  vacating  an  order  for  defendant's  arrest,  held  that  the 
179th  section  of  the  Code  did  not  include,  in  the  class  of 
persons  liable  to  be  arrested,  any  one  except  those  who 
received  moneys  purely  in  a  fiduciary  capacity  as  sim- 
ple agents,  to  apply  it  as  directed,  and  therefore  it  excluded 
all  those  who  had  a  personal  interest  in  such  money,  or  its 
use.  In  the  case  under  consideration  the  defendant  had 
sold  stock  "short"  for  plaintiff's  assignor,  who  had  de^ 
posited  money  with  defendant  as  "  margin,"  and  defendant 
borrowed  stock  to  deliver  to  the  purchaser,  and  with  plain- 
tiff's assignor's  assent,  retained  the  purchase  money  to  in- 
demnify him  against  any  appreciation  in  the  borrowed 
stock,  for  which  he  was  personally  responsible.  In  viola- 
tion of  his  agreement  with  plaintiff's  assignor  to  keep  the 
stock  "borrowed^  and  not  to  buy  in  and  close  the  transaction 
until  so  instructed,  defendant  bought  in  stock  and  delivered 
same  to  the  lender,  whereas  if  he  had  waited  nine  days  sub- 
sequently, he  could  have  purchased  the  stock,  which  had  de- 
is  not  necessarily  a  gambling  trans-  him,  with  or  without  margin,  the 
action.  If  one  buys  stock  from  A  transaction  is  not  necessarily  differ- 
and  borrows  the  money  from  B  to  ent  in  character."  Peters  vs.  Grim, 
pay  for  it,  there  is  no  element  of  149  Pa.  St.  163;  Hopkiiw  vb. 
gambling  in  the  operation,  though  O 'Kane,  169  Pa.  St.  478;  Wagner  vs. 
he  pledge  the  stock  ^th  B  as  secu-  Hildebrand,  187  Pa.  St.  136;  Estate 
rity  for  the  money.  So,  if  instead  of  of  Taylor,  192  Pa.  St.  304,  309,  313; 
borrowing  the  money  from  B,  a  Smyth  vs.  Glendinning,  194  Pa-.  St. 
third  person,  he  borrows  it  from  A,   550. 

or  in  the  language  of  Brokers  pro-       '  McBumey  vs.  Martin,  6  Rob. 
cures  A  to   'carry'   the  stock  for   (N.  Y.)  602. 
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dined,  at  a  much  lower  figure.  The  court  held,  as  already 
stated,  that  the  defendant  had  an  interest  in  the  moneys 
retained  by  him,  as  he  was  personally  liable  to  the  lender 
of  the  stock,  and  therefore  the  moneys  were  not  held  by 
him  as  a  trustee.  But  if  the  stocks  to  be  sold  belong  to 
the  plainti£f,  and  are  actually  delivered  to  the  Broker, 
the  latter  is  a  trustee  of  the  purchase  price.  So  held  in 
Waters  vs.  Marrin,^  which  distinguishes  the  last  cited  case. 
In  a  state  of  facts  similar  to  those  in  McBumey  vs.  Martin, 
iupraj  the  Supreme  Court,  however,  subsequently  held  that 
a  case  of  agency  was  disclosed  showing  that  money  received 
by  defendant  Stock-broker  as  ^'  margin  ^  was  held  by  him 
as  a  trustee,  and  an  order  for  his  arrest  was  granted.'  But 
the  doctrine  enunciated  in  McBurney  vs.  Martin,  supra, 
seems  to  be  more  reasonable,  and  it  was  followed  in  Mann 
vs.  Sands,'  where  it  was  held  that  if  moneys  are  deposited 
as  margins  and  settlements  are  had  by  balances  struck,  the 
relation  thus  formed  becomes  that  of  debtor  and  creditor, 
and  a  failure  by  either  party  to  pay  the  balance  due  does 
not  furnish  the  other  with  a  ground  of  arrest.  This,  like 
every  other  loan  or  deposit,  may,  to  a  limited  extent,  imply 
a  trust  and  confidence,  but  it  does  not  necessarily  create 
that  fiduciary  relation  which  subjects  the  party  who  makes 
default  in  paying  such  balance  to  arrest.  As  stated  in  the 
last  cited  case,  the  general  rule  is  that  if  a  Broker  is  given 
money  to  buy  a  particular  stock,  he  becomes  a  trustee  as  to 
both  stock  and  money.  If  he  seUs  a  particular  stock  be- 
longing to  a  client,  he  becomes  a  fiduciary  as  to  such  stock 
• 

^Fateis  VB.  Marrin,    12  Daly,      *  liann  vs.  Sands,  2 aty  Ct.  Rap. 
i4S.  25. 

'Clark  vs.  PInckniQr,  50  Barb. 
226. 
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and  its  proceeds.  For  a  breach  of  duty  ia  either  case  he  is 
liable  to  arrest.  But  as  to  money  deposited  on  ^^  margin  " 
to  cover  the  fluctuations  of  the  market,  and  where  settle- 
ments are  had  by  the  balances  struck,  he  is  merely  a 
debtor  to  his  client,  and  a  failure  to  pay  a  balance  due  by 
him  does  not  authorize  his  arrest. 

It  was  held  in  Hoffmann  vs.  Livingston^  that  the  agree- 
ment made  by  the  parties  disclosed  ^fidudary  relation. 
In  that  case  the  Broker  asked  Iiis  Client,  a  woman  not  ac- 
customed to  dealing  in  stocks,  whether  she  wanted  to  trust 
him  as  to  the  amount  of  stocks  to  be  bought  and  sold  for 
her,  and  she  replied  that  she  left  it  to  his  own  judg- 
ment, and  the  court  held  that  the  relation  established 
largely  imposed  confidence  and  good  faith  in  the  discharge 
of  the  duties  assumed  by  the  Stock-broker. 

lU.  Definitions  of  Terms  Used. 

There  are  a  number  of  technical  or  well-known  terms  used 
in  Wall  Street  which  should  be  defined  preliminarily  to  a 
discussion  of  this  chapter. 

When  a  person  is  said  to  be  "  long  "  of  stocks,  it  is  meant 
that  he  has  purchased  stocks  through  his  Brokers  or  other- 
wise, in  the  expectation  of  a  rise  or  advance  in  the  market ; 
he  is  then  called  a  "  bull." 

To  be  "  short "  of  stocks  is  where  one  sells  stocks  which 

^  Hoffman  vs.  Livingston,  14  J.  and  in  which  the  relation  merely  of 

&  S.  (N.  Y.)  552.     See  also  the  re-  debtor  and  creditor  exists  between 

cent  English  cases  of  King  vs.  Hut-  them.     See  also  as  to  what  consti- 

ton,  69  L.  J.  Q..  B.  D.  786;  Re  tutes    a   breach    of    trust,    In    re 

Woodd,  Ex  parte  King,  82  L.  T.  R.  Jamison,  29  Atl.  Rep.  (Pa.)  1001; 

504  (and  cases  cited),  which  distin-  People  vs.  Thomas,  83  A.  D.  226. 

guish  transactions  in  which  a  Broker  And  see  post  p.  779. 
becomes  a  trustee   for  his  Client, 
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he  does  not  own  or  possess,  and  borrows  the  number 
of  shares  which  he  has  sold  from  some  third  person  to 
deliver  to  his  -vendee,  expecting  to  be  able  to  buy  the 
stocks  at  a  lower  figure,  and  then  return  them  to  the 
person  from  whom  he  has  borrowed  them ;  he  is  called  a 
"  bear." » 

To  "  carry  "  stocks  means  where  a  Broker  or  other  person 
advances  the  money,  or  a  principal  part  thereof,  with  which 
to  purchase  stocks,  and  holds  the  same  subject  to  the  orders 
of  his  Client.' 

"  Margin  "  is  the  security  against  loss  on  the  part  of  the 
Broker  while  he  is  carrying  stock  for  his  customer.' 

^^Net  balance,"  as  applied  to  the  proceeds  of  the  sale  of 
stock,  means,  the  balance  of  the  proceeds  after  deducting 
the  expenses  incident  to  the  sale.^ 

"  Stop  Order,"  an  order  given  to  a  Broker  to  await  a 
certain  figure  in  the  price  of  a  particular  bond  or  stock  be- 
fore he  buys  or  sells  it,  and  then  to  "  stop  "  the  transac- 
tion by  then  buying  or  selling  as  the  case  may  be,  as  well 
as  possible.^ 

'  White  VB.  Smith,  54  N.  Y.  522;  Law.    See    Ch.     on    "  Stock-job- 

Knowlton  vs.  Fitch,  52  N.  Y.  289;  bing." 

Cameron  vs.  Durkheim,  55  N.  Y.  *  Price  vs.  Gover,  40  Md.   102; 

425;  Hess  vs.  Rau,  95  N.  Y.  359;  Saltus  vs.  Genin,  3  Bosw.  (N.  Y.) 

SiBtaie  vs.  Best,  88  N.  Y.  533.     The  250,  260. 

sale  of  stocks  "short"  was  legalized  *  McNeil     vs.     Tenth     National 

by  statute  in  New  York  St^te,  L.  Bank,  55  Barb.  59,  64;  Markham 

1858,  ch.  134,  repealed  by  and  re-  vs.  Jaudon,  41  N.  Y.  235;  Hatch 

enacted  in    the  Personal  Property  vs.   Douglas,   48  Conn.    116,    128; 

Law,  J  22.     It  is  illegal  by  statute  McClain   vs.    Fleshman,    106   Fed. 

in  Massachusetts  and  lUinois,  and  Rep.  880,  882. 

was  illegal  in  New  York  (1  Rev.  *  Evans  vs.  Wain,  71  Pa.  St.  69, 

Stat.  710,  }  6)  prior  to  the  passage  74. 

of  L.  1858,  ch.  134.    See  Birdseye's  » Porter  vs.  Wormser,  94  N.  Y. 

Stats.,  vol.  2,  p.  2635,  and  cases  443;  Wronkow  vs.  Qews,  52  N.  Y. 

noted   imder  sec.   22,   Per.   Prop.  Super.  Ct.  176.    As  used  in  a  letter 


202  Stoek-brokers  and  Stock  Exchangeau 

^  Dividend  on,"  means  that  a  dividend  goes  to  the  buyer 
of  stock. 

'^  Ex-dividend,"  means  that  the  seller  retains  a  dividend. 

In  connection  with  these  terms,  Art.  XXXII.,  §  1  of  the 
constitution  of  the  New  York  Stock  Exchange  may  be 
quoted.  "  On  the  day  of  closing  of  the  transfer  books  of  a 
corporation  for  a  dividend  upon  its  shares,  all  transactions 
therein  for  *  cash '  shall  be  '  dividend  on '  up  to  the  time 
officially  designated  for  the  closing  of  transfers ;  all  transac- 
tions on  that  day  other  than  for  *  cash '  shall  be  '  ex-^vi- 
dend.'  Should  the  closing  of  transfers  occur  upon  a  holi- 
day or  half  holiday,  observed  by  the  Exchange,  transactions 
on  the  preceding  business  day,  other  than  for  ^  cash,'  shall 
be  *  ex-dividend.' "  ] 

A  "corner"  in  stocks  is  where  the  owners  or  holders 
(i.  e.  bulls)  refuse  to  loan  stocks  to  the  "  bears,"  with  which  to 
carry  out  their  short  contracts,  in  which  event  the  "  bears,'' 
being  unable  to  deliver,  are  compelled  to  go  into  the  mar- 
ket or  Exchange  and  buy  the  stocks  at  any  price  at  which 
they  can  obtain  thera.^ 

A  "  pool "  means  that  individuals  have  combined  together 

by  a  Broker  to  his  principal  then  coupons  and  accrued  interest; 
abroad,  in  which  the  Broker  called  $500,000  do.  at  100}  do.,  do./' 
for  more  margin,  it  means  that  the  means  that  the  Brokers  were  re- 
Broker  would  ''stop"  entirely  in  quired  to  sell  when  the  market 
everything,  i.  e.,  keep  the  transac-  price  should  decline  to  100}  or  100} 
tion  in  statu  quo,  till  he  heard  from  without  the  July  coupons,  or  if  sold 
his  principal.     Id.  after  July   1st   when   the  market 

^See    Chap.      IV.,   "Usages    of  price  should  equal  100}  and  100}, 

Stockbrokers/'  plus  the  accrued  interest  from  that 

The  following  request  by  a  cus-  date.     Porter  vs.  Wormser,  94  N.  Y. 

tomer  to  his  Brokers  directing  a  sale  431, 443. 

of   government  bonds   carried  by  'Cameronvs.  Durkheim,  65N.  Y. 

them  for  him  "or  at  your  discretion  425,    438.     See    also    chapter    on 

'stop  order'  $500,000  United  States  "Stock- jobbing." 
four  per  cent,  bond  at  100}  ex.  July 
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in  buying  and  selling  stocks,  and  dividing  the  profits  or  loss 
in  agreed  proportions.* 

*^  Wash  sales  "  are  not  real  sales,  but  are  made  by  persons 
interested  in  each  other,  for  the  purpose  of  giving  a  ficti- 
tious value  to  the  stock.' 

A  ^^  shave  "  is  a  consideration  for  carrying  stock  for  a  cer- 
tain time.' 

A  "  call "  is  a  contract  by  which  the  party  signing  or 
making  the  same  agrees,  in  consideration  of  a  certain  sum, 
to  deliver,  at  the  option  of  a  party  therein  named,  or  his 
order  or  bearer,  securities  therein  mentioned,  at  a  certain 
day  for  a  certain  price.^ 

A  "  put "  is  also  an  option  contract,  except  the  party 
holding  the  same  has  the  option  of  delivering  securities  to  the 
maker.^ 

*  Klboum  VB.  Thompson,  103  U.  "New  York,       ,  1881. 

S.  195;  Myers  vs.  Paine,  13  App.  "For  value  received,  the  bearer 

Div.  332;  aff'd  57  N.  E.  Rep.  1118;  may  call  on  me  for      shares  of  the 

Leonard  vs.  Poole,  114  N.  Y.  371.  common  stock  of  the         Railroad 

One    action    against    two    "pool"  Company  at       per  cent.,  any  time 

partnerships  cannot  be  maintained  in       days  from  date.    The  bearer 

when  the  members  of  each  are  not  is    entitled    to    all    dividends    or 

the  same.    E^le  vs.  Scott,  50  How.  extra  dividends    declared    during 

Pr.  506.  the  time. 

•Bryan  vs.  Baldwin,  52  N.  Y.  "Expires       1881,  at  If  P.  M. 

232,  236;  aflf'g  7  Lans.  (N.  Y.)  174;  "Signed, 
Secor  vs.  Goslin,  N.  Y.  L.  J.  March 

26,   1901,  p.  2310.  Rosenberg  vs.  By  the  usage  of  Brokers,  it  is 

Meyer,  N.  Y.  L.  J.  June  10, 1902,  negotiable,  and  it  has  been  declared 

p.  922.     The  price  at  a  wash  sale  valid  by  certain  courts.    See  title 

is  not  evidence  of  the  real  market  "Stock-jobbing,''    under    head    of 

value  of    the    stock  with  a  view  "Wagers." 

to   assessing    damages.  Bryan  vs.  •  Hopper  vs.  Sage,  112  N.  Y.  530; 

Baldwin,  supra.  Bigelow  vs.  Benedict,  70  N.  Y.  202; 

» North  vs.  Phillips,  89  Pa.  St  Ex  parte  Young,  6  Bias.  53;  Gilbert 

250-255.  vs.  Gaugar,  8  id.  218;  Pixley  vs. 

*The  following  is  a  copy  of  the  Boynton,  79  111.   353;   Pearce  vs. 

eall  commonly  used:  Foote,  113  Bl.  234;  Anderson's  Law 
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A  "  straddle,"  or  "  spread-eagle,"  combines  the  advantages 
of  a  "  put "  and  a  "  call,"  being  a  contract  by  which  the 
holder  has  the  right  or  option  either  to  deliver  or  have  de- 
livered to  him  certain  stocks  at  prices  designated  in  the 
writing.* 

A  purchase  or  sale  of  stock  '^  for  the  account "  means  a 
purchase  or  sale  of  stock  to  be  received  or  delivered  at  a 
future  time.  Transactions  "  for  the  account,"  have  been 
practised  on  the  London  and  New  York  and  other  Stock 
Exchanges  for  many  years.' 


Diet,   title  "Put."    It  is   as   fol-  Ct.  67;  Story  vs.  aBJomoii,  71  N.  Y. 

lows:  420. 

"New  York,         1881.  The  following  is  the  form  of  a 

"For  value  received,  the  bearer  "straddle:" 
may  deliver  me          shares  of  the 

common  stock  of  the          Railroad  "New  York,          1881. 

Company  at           per  cent.,  at  any  "For  value  received,  the  bearer 

time  in           days  from  date.     The  may  call  on  the  undersigned  for 

undersigned  is  entitled  to  all  divi-  shares  of  the  common  stock  of  the 

dends  or  extra  dividends  declared  Railroad  Company  at         per 

during  the  time.  cent.,  any  time  in      da3r8  from  date. 

"  Expires               at  1}  P.  M.  Or  the  bearer  may,  at  his  option,  de- 

"Signed,                           ."  liver  the  same  to  the  undersigned  at 

per  cent.,  any  time  within  the 

*  Harris  vs.  Tumbridge,  8  Ab.  period  named.  All  dividends  or  ex- 
New  Caa.  291;  aff'd  83  N.  Y.  92,  tra  dividends  declared  during  the 
where  the  court,  in  speaking  of  a  time  are  to  go  with  the  stock  in 
"straddle,"  said:  " The  word,  if  not  either  case;  and  this  instrument 
elegant,  is  at  least  expressive.  It  is  to  be  surrendered  upon  the 
means  the  double  privilege  of  a  stock  being  either  called  or  de- 
'  put '  and  a  *  call, '  and  secures  to  the  livered. 

holder  the  right  to  demand  of  the  "Expires              at  1}  P.  M. 

seller  at  a  certain  price,  within  a  cer-  "Signed,                           ." 
tain   time,    a   certain   number   of 

shares  of  specified  stock,  or  to  re-  *  Clews  vs.  Jamieson,  182  U.  S. 

quire  him  to  take  at  the  same  price,  461,  487.     In  that  case  transactions 

within  the  same  time,   the  same  of  this  kind  as  practised  on  the  Chi- 

shares   of   stock."     See   also    Van  cago  Stock  Exchange  are  explained 

Norden  vs.  Keene,  55  N.  Y.  Super,  in  full  detail.     See  also  Chap.  X. 
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IT.  Parchase  on  ^^Long"  Aceonnt. 

We  have  already  seen  what  the  relation  is  where  a  Stock- 
broker contracts  to  buy  stocks  for  a  Client  on  a  marghi  ^ 
for  speculation,  and  advances  all  or  the  greater  portion  of 
the  parchase-money,  and  that,  after  such  parchase,  the  Bro- 
ker immediately  acquires  a  lien  upon  the  stocks,  for  the 
balance  of  the  purchase-money  in  excess  of  the  margins  re- 
ceived, which  he  has  advanced  to  pay  for  the  stocks,  and 
becomes,  in  relation  thereto,  a  pledgee,  with  the  full  powers 
and  responsibilities  of  that  position.' 

It  is  proposed  to  examine,  under  this  subdivision,  with 
some  detail,  the  duties  of  the  Broker  in  respect  to  the  pur- 


p.  987  ^et  seq.  as  to  such  trading  on  being  enforced  against  the  defend- 

the  London  Stock  Exchange.  ants,  although,  but  for  such  settle- 

An     interesting     question     was  ment,  there  might  have  been  some 

raised  in  Clews  vs.  Jamieson,  supra,  embarrassment    in    maintaining   a 

as  to  the  privity  of  contract  be*  suit  against  the  latter  for  a  portion 

tween    undisclosed     principals    in  only  of  the  total  shares  sold  them, 

sales  "for  the  account."     In  that  while  the  other  portion  was  repre- 

case  Brokers  on  the  Chicago  Stock  sented  by  different  clients  of  com- 

Exchange  had  sold,  on  the  3d  of  Au-  plainants'  Brokers, 

gust,  1150  shares  of  stock  belonging  In  England,  however,  a  Broker 

to  different  owners  for  delivery  on  may  make  one  contract  with  a  job- 

the  31st  of  August.   Included  in  the  ber  as  to  shares  in  the  same  under- 

shares  sold  were  a  large  number  taking  owned  by  several  clients,  and 

(700)  belonging  to  plaintiffs.     Set-  a  usage  to  that  effect  is  valid.   Scott 

tlements   were  had  as  to  all  the  vs.  Godfrey,  2  L.  R.  K.  B.  (1901) 

shares  e:^cept  those  belonging  to  726.    For  other  English  cases  on 

I^aintiffs.     It   was   held   that   the  this  subject,  see  (!!hap.  X. 

fact  that  there  were,  in  the  sale  of  ^  See  cases  cited  in  this  chapter, 

August  3,   other  shares   than  the  }  11. 

700,  and  that,  in  regard  to  those  'Id.;  Brookman  vs.  Rothschild, 

others,  some  had  been  sold  origi-  3  Sim.  153,  aff'd  in  House  of  Lords, 

nally  by  complsdnant's  Brokers  to  5  Bli.  (n.  s.)  165;  Gruman  vs.  Smith, 

other  and  different  Brokers  than  de-  12  J.  &  Sp.  (N.  Y.)  389;  aff'd  81  N. 

fendant's,  would  not  prevent  the  Y.  25. 
contract  as  to  the  7(X)  shares  from 
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chased  stock,  from  the  inception  to  the  termination  of  the 
business.^ 

(a.)  The  Order  to  Purchase^  Pricey  and  Number  of  Shares  to  be 

Bought, 

If  the  order  to  purchase  is  ambiguous  or  fairly  susceptible 
of  two  constructions  and  the  Broker  honestly  and  fairly  acts 
on  that  not  intended  by  the  Client,  the  latter  must  bear  any 
loss.* 

If  the  technical  terms  of  the  stock  market  are  used  in  the 
order  of  the  Client,  he  cannot  afterwards  claim  that  he  in- 
tended them  to  have  other  than  their  customary  meaning.^ 

A  Broker  is  not  obliged  to  accept  a  proposition  that  he 
act  as  such,  nor  is  he  necessarily  bound  to  communicate  his 
declination  to  the  proposer,^  but  the  rule  of  law  is  that  hav- 
ing entered  into  the  relation,  he  is,  when  directed  to  buy  or 
sell,  bound  to  follow  the  directions  of  his  principal,  or  give 
prompt  notice  that  he  declines  to  do  so.^ 

If  the  order  is  to  purchase  he  must  actually  execute  it.* 
If  the  Broker  fails  to  execute  the  order  in  the  expectation 
of  making  a  profit  for  himself  through  the  fluctuation  of  the 

^  See    also    Mr.    Eliot    Norton's  '  Hatch   vs.   Douglas,  48  Conn, 

essay  on  "A  simple  purchase  and  116. 

sale  through  a  Broker''  (8  Harvard  ^Mechem  on  Agency,  {  108. 
L.  Rev.  p.  435),  afterward  amplified  '  Galigher  vs.  Jones,  129  U.  S. 
and  published  under  the  title  ''On  193.  The  declination  to  execute 
Buying  and  Selling  Securities  the  order  should  be  by  means  as 
through  a  member  of  a  Stock  Ex-  speedy  as  the  circumstances  re- 
change,"  N.  Y.  1896.  quire.     Ibid. 

*  Ireland  vs.  Livingston,  L.  R.  5  •  Skifif  vs.  Stoddard,  63  Conn.  198; 

H.  L.  395;    41   L.  J.  Q.  B.   201;  21  L.  R.  A.  110,  overruling  Ingrar 

Coquard  vs.  Weinstein,   16  Mont,  ham    vs.    Taylor,    58   Conn.    503; 

312,    and    cases    cited.     See    also  Prout  vs.  Chisolm,  21  App.  Div.  54; 

Tallentine  vs.  Ayre,  1  T.  L.  R.  143;  Zimmerman  vs.  Heil,  86  Hun,  114; 

Loring  vs.  Davis,  32  Ch.  D.  625.  aff'd  156  N.  Y.  703;  Allen  vs.  Me- 
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market,  he  is  guilty  of  fraud  in  morals  as  well  aslaw.^ 
Making  a  contract  with  a  third  party  whereby  he  can  get 
the  stock  by  paying  for  it,  but  which  he  does  not  obtain,  is 
not  enough.^ 

If  the  order  is  to  buy  at  a  fixed  price  he  must  buy  at  the 
best  price  obtainable  not  exceeding  that  price.  He  is  not 
entitled  to  buy  at  a  lower  price  and  re-sell  to  the  Client  at 
the  price  named,  although  he  does  not  charge  commission.' 
If  the  Broker  disobeys  his  Client's  orders,  and  the  result  is  a 
loss  which  the  Broker  promises  to  pay,  the  fact  that  the 
Broker,  with  the  consent  of  the  Client,  continues  to  specu- 
late, and  the  Client's  entire  deposit  is  thereby  lost,  does  not 
relieve  the  Broker  from  liability  as  to  the  first  loss  which  he 
promised  to  repay  .^ 

Agents  constituted  for  a  particular  purpose,  and  under  a 
limited  and  circumscribed  power,  cannot  bind  their  prin- 
cipal beyond  their  authority.'  Accordingly  an  order  to 
bay  stocks  '^  regular  "  is  not  fulfilled  by  a  purchase  by  the 


Conihe,  124  N.  Y.  342.    Proof  that  customer  may  either  sue  for  a  non- 

the  Broker  employed  other  Brokers  delivery  of  the  stock,  or  for  a  return 

to  make  the  purchase  and  that  the  of  his  deposit  with  interest.    Larra- 

latter  reported  that  the  purchase  bee  vs.  Badger,  45  111.  440. 

had  been  made,  is  not  sufficient.  *  Genin  vs.  Isaacson,  6  N.  Y.  Leg. 

Sweeney  vs.  Rogers,  10  Daly,  469.  Obs.  213;  Bush  vs.  Cole,  28  N.  Y. 

*  Prout  vs.Chisolm,  supra.  261,  and  cases  cited;  Delafield  vs. 
>  Smith  vs.  New  York  Stock  and  State  of  HI.,  26  Wend.  221 ;  Galigher 

Pkoduce  Exchange,  25  N.  Y.  Supp.  vs.  Jones,  129  U.  S.  193;  Story  on 

261.  Ag.  9th  ed.  {  126;  Wharton  on  Ag. 

*  Thompson  vs.  Meade,  7  T.  L.  R.  {  712;  Maxted  vs.  Paine,  L.  R.  4 
«08.                      ^  Ex.  81 ;  Maxted  vs.  Morris,  21  L.  T. 

*  HoUingshead  vs.  Green,  1  Cin.  (n.  s.)  535.  Nor  is  this  rule  affected 
Super.  Ct.  R.  305.  If  a  Broker  is  by  the  fact  that  the  contract  made 
mtrusted  with  money  to  buy  stocks  is  more  advantageous  for  the  princi- 
for  plaintiff,  he  does  not  execute  his  pal.  Nesbitt  vs.  Helser,  49  Mo.  383; 
duty  a»  agent  by  purchasing  the  Smith  vs.  Bouvier,  70  Pa.  St.  325; 
stocks  in  his  own  name,  and  the  Borham  vs.  Godfrey,  1  Knapp,  381. 
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Broker  at  "  seller's  option,  thirty  days."  ^  An  order  to  pur- 
chase at  57|  is  not  falfiiled  by  a  purchase  at  57|  or  58.^ 

So  an  order  to  a  Broker  to  buy  600  shares  of  stock,  buyer's 
option  in  60  days,  at  |2  per  share,  is  not  fulfilled  by  the 
Broker's  buying  the  same  at  $1.62^  per  share,  at  30  days, 
buyer's  option,  and  then  charging  $1.75,  60  days ;  and  the 
Client  is  not  liable,  therefore,  even  though  he  give  a  note, 
without  knowledge  of  the  facts."  If  the  Broker  is  merely 
directed  to  buy,  without  any  price  being  designated,  he  can 
make  the  purchase  at  the  market  price.^ 

In  respect  to  the  amount  or  number  of  shares  which  the 
Broker  may  buy,  he  is,  of  course,  restricted  to  the  order. 
But  if  he  cannot  purchase  the  whole  amount  stated,  he  may 
purchase  a  less  number  of  shares ;  and  where  a  Broker  re- 
ceives an  order  to  purchase  securities,  his  undertaking  is  not 
to  deliver  the  whole  absolutely,  but  to  buy  as  many  of  them 
as  could  be  bought  in  the  regular  way,  below  or  at  the 
limit,''  unless  there  is  something  in  the  circumstances  to 
show  the  intention  of  the  Client  to  do  otherwise.  If  an  un- 
foreseen emergency  arise,  such  as  for  instance  an  extraordi- 
nary advance  in  the  price  of  the  securities  ordered  to  be  pur- 
chased before  the  completion  of  a'direction  to  invest  a  cer* 
tain  sum  therein,  the  Broker  is  justified  if  acting  in  good 

^  Taussig  vs.  Hart,  58  N.  Y.  425-  business  affect  the   orders  of  the 

428.  Broker,  see  chapter  on  "Usages." 

'  Genin  vs.  Isaacson,  supra.  It  has  been  held,  however,  that  no 

'  Day  vs.  Holmes,  103  Mass.  306;  usage   will   authorize   a  factor  or 

Pickering  vs.  Demeritt,  100  Mass.  agent  to  depart  from  positive  in* 

416.    An  order  to  buy  "five  De-  structions  (Barksdale  vs.  Brown,  1 

cember  barley"  is  not  fulfilled  by  N.  &  McC.  [S.  C]  517). 

buying  "five  January  barley,"  al-  'Marye  vs.  Strouse,  6  Fed.  Rep. 

though  the  latter  purchase  might  483;  Leddy  vs.  Flanagan,  3  Phila. 

have  been  as  advantageous.    Mo-  355;  Marland    vs.  Stanwood,  101 

Dermid  vs.  Cotton,  2  111.  App.  297.  Mass.  470. 

*  As  to  how  far  the  usages  of  the 


Order  to  Purehase— Price.  209 

faith  in  writing  and  waiting  for  further  instructions  of  the 
Client.^  An  order  to  purchase  stock  to  a  certain  amount 
must  be  carried  put  and  an  error  in  regard  to  the  par  value 
must  be  borne  by  the  Broker.* 

An  ordinary  Broker's  contract  for  the  buying  of  stock, 
every  share  of  which  has  a  distinct  and  independent  value, 
cannot  be  regarded  as  an  entire  contract.' 

Accordingly,  it  was  held  *  that  where  a  Client  ordered 
Mining  Brokers  to  buy  500  shares  of  the  Franklin  Mining 
stock  at  the  San  Francisco  Stock  Board,  and  the  Brokers 
purchased  125  shares  at  the  latter  place,  and  delivered  375 
shares  to  their  firm  of  the  said  stock  belonging  to  one  of  the 
members  of  the  firm,  which  was  placed  in  the  Client's  account 
as  a  fulfilment  of  his  order,  without  his  knowledge,  the 
Client  was  to  be  held  for  the  125  shares  regularly  purchased, 
the  other  shares  being  stricken  from  the  account  upon  the 
familiar  ground  that  an  agent  employed  to  buy  cannot 
become  the  seller.* 

So,  in  regard  to  the  place  where  the  securities  are  to  be 
purchased,  the  Broker  is  justified  in  acting  according  to  the 
course  of  trade  and  the  regular  usages  of  business. 

Therefore,  where  a  Client  residing  in  Baltimore  directs  his 
Broker,  residing  in  the  same  place,  to  purchase  stock — the  or- 
der being  in  general  terms,  and  not  directing  the  purchase  to 
be  made  at  any  particular  place  or  mode,  and  not  containing 
any  restrictions  as  to  price — the  Broker,  in  the  full  exercise  of 
his  discretion,  and  acting  in  good  faith,  may  make  the  pur- 

'  Bernard  vb.  M&ury,   20  Gratt.  *  Id. 

434;  Story  on  Agency,  J  193.  *  Nor  is  there  any  absolute  en- 

'  Linden  vs.  Silverston,  Q.  B.  D.  gagement  on  the  part  of  Broker  to 

June  22,  1899.  carry  out  the  order  at  all  events 

'  Marye  vs.  Strotise,  5  Fed.  Rep.  (Fletcher  vs.  Marshall,  15  M.  &  W. 

483.                             '  765). 

14 
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dttise  in  "Sew  York  tfaioagh  oorrespondents'  Broken  or 
sulMigents  residiAg  and  doing  business  in  that  city.^  The 
transaction  is  goremed  by  the  law  of  the  place  where  it  is 
to  be  perfonned.' 

So,  as  to  the  length  of  time  within  which  the  Broker 
should  execute  his  orders^  the  question  depends  upon  the 
circumstances  of  each  case.  The  gaieral  rule  is,  in  the 
absence  of  express  restrictions  or  limitations,  that  the  au- 
thority of  an  agent  continues  until  countermanded^  and 
that  the  principal  may  terminate  the  relation  at  any 
time. 

But  the  previous  dealings  between  the  parties,  the  usages 
of  Brokers,  the  fluctuating  and  uncertain  value  of  the  securi- 
ties dealt  in  on  the  Exchange,  may  all  be  appealed  to  to  vary 
the  general  rules  of  law  in  this  respect  and  establish  a  dif- 
ferent principle. 

In  England  it  has  been  held  that  where  an  order  has 
been  given  to  a  Broker  to  deal  in  a  current  security,  a  jury 
would  be  authorized  to  conoder  the  usage  of  the  Stock 
Exchange  to  deal  for  the  coming  settling  day,  and  to  find 
that  when  that  day  arrived  a  reasonable  time  had  elapsed 
for  carrying  out  the  order,  and  that  the  authority  of  the 
Broker  was  at  an  end.' 

Until  the  Broker  has  acted  upon  his  authority  to  buy 


>  Rosenstock  vb.  Tormey,  32  Md.  *  In   re   Swift,    112   Fed.    Rep. 

69;  BUlingslea  vs.  Smith,  77  Md.  (Mass.)  315. 

504;  Taylor  vs.  Bailey,  48  N.  E.  » Burkitt  vs.  Taylor,  13  W.  D.  75; 

Rep.    (111.)   200.    Evidence  as  to  aff'g  s.  c.  sub  nom.  Bickett  vs.  Tay- 

entrics  contained  in  the  books  of  the  for,  55  How.  Pr.  128. 

correspondent  Broker  is  not  admis-  *  Maxted  vs.  Paine,  L.  R.  4  Ex. 

sible  against  the  client  to  show  that  81 ;  see  also  Maxted  vs.  Morris,  21 

the   stocks   had   been   purchased.  L.  T.  (n.  s.)  535;  Lawford  vs.  Har- 

Boyd  vs.  Yerkes,  25  lU.  App.  527.  ris,  12  T.  L.  R^276. 
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ahares,  it  may  be  revoked ;  ^  and  if  any  money  has  been 
given  him,  in  order  to  enable  him  to  pay  for  them,  it  may 
be  demanded  back.^  But  this  cannot  be  done  after  he  has 
entered  into  a  contract  for  purchase  and  become  personally 
responsible  for  the  due  performance  of  that  contract.' 

And  if  after  a  Stock-broker  has  received  instructions  to 
sell  certain  shares,  and  before  rescission  of  the  instructions, 
he  receives  notice  from  a  third  party  claiming  the  shares, 
the  Brokers,  having  no  interest,  are  entitled  to  interplead/ 

In  order  to  charge  a  defendant  in  an  action  for  money 
paid  for  the  purchase  of  stock  on  his  account,  and  by  his 
order,  the  plaintiff  must  clearly  show  the  authority  under 
which  he  acted,  and  prove  that  he  was  instructed  by  the 
defendant  to  make  the  purchase.  And  where  the  proof  is 
so  defective  that  the  jury  will  be  compelled  to  infer  such 
authority  from  conversations  and  admissions  of  the  de- 
fendant, which  are  neither  explicit  nor  satisfactory,  the 
plaintiff  will  be  non-suited.'  While  ordinarily  it  is  the 
principal's  judgment,  and  not  the  Broker's,  which  is  to  con- 
trol in  the  purchase  and  sale  of  stocks,'  in  some  cases 
Clients,  by  special  agreement,  give  to  the  Brokers  general 
authority  to  buy  and  sell  for  the  Client  at  the  Broker's  own 
discretion  as  to  stock  and  price.^    If  a  Broker  guarantees 

'  Sibhall  vs.  Bethlehem  Iron  Co.,  by   him  to    make  certain    trans- 

S3  N.  Y.  378.  actions,  then  the  burden  of  proof  to 

'  Fletcher   vs.    Marshall,    supra;  show  the  receipt  by  the  Brokers  of 

Rees  vs.  Fellow,  97  Fed.  Rep.  167.  such  orders  is  upon  him.     Proof  of 

'McEwen  vs.  Woods,  11  Q.  B.  13;  mailing   the  order,  without  proof 

Sutton  vs.  Tatham,  10  Ad.  A  E.  27;  that   such  mailing  was  timely,  is 

Read  vs.  Anderson,  13  Q.  B.  D.  779.  not  enough.     Bimbaum  vs.  May, 

*  Robinson  vs.  Jenkins,  24  Q.  B.  58  A.  D.  76. 

D.275.  •Galigher  vs.  Jones,  129  U.  S. 

•  Ward  vs.  Van  Duzer,  2  HiU  (N.   193. 

Y.),  162.    When  the  client  is  assert-       '  Proof  that  the  customer  told  the 
ing  that  the  Broker  has  been  ordered  Broker  that  he  would  like  to  make  a 
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the  return  of  money  deposited  with  him  to  buy  and  sell 
stocks  with  interest,  and  any  profits  he  may  make,  the 
mere  fact  that  the  profits  were  carried  to  a  new  account 
and  left  on  the  Broker^s  hands  did  not.  show  that  he  also 
guaranteed  the  security  thereof;  and  if  the  Broker,  act- 
ing in  his  discretion  and  in  good  faith,  subsequently  loses 
these  profits  in  further  speculation,  the  Client  must  bear 
the  loss.^  But  if  the  transactions  are  so  conducted  by  the 
Broker  that  through  his  want  of  that  degree  of  diligence 
and  skill  which  the  Client  might  expect  at  his  hands,  no 
benefit  results,  this,  it  is  said,  constitutes  a  defence,  to  a 
suit  for  commissions.^ 

A  Client  may  ratify  an  unauthorized  purchase  of  his 
Broker,  and  then  the  position  is  the  same  as  if  the  Client 
had  given  an  original  authority.  The  ratification  relates 
back  to  the  time  of  the  act  which  is  ratified.' 

Before  one  is  called  upon  to  ratify  any  unauthorized 
transaction,  he  is  entitled  to  have  all  the  facts  before  him 
and  to  have  a  reasonable  time  in  which  to  act  in  regard  to 
the  transaction.^ 

The  question  is  one  for  the  jury,  and  the  burden  of  proof 


dollar  if  he  could,  and  that  if  the  exercise  of  such  discretion.     Hop- 
Broker  could  help  him  he  would  like  kins  vs.  Clark,  158  X.  Y.  299. 
to  have  him  do  so,  is  not,  however,  ^  Hoffman  vs.  Livingston,  14  J. 
sufficient  authority  for  the  Broker  to  &  S.  552. 

enter  into  "discretionary"  specu-  'Campbell  vs.  Brass,  (1891)  7  T. 

lative  transactions  for  the  client.  L.  R.  612;  Clews  vs.  Jamieson,   182 

Hopkins  vs.  Clark,  7  App.  Div.  207;  U.  S.  461.    As  to  when  the  burden 

aff'd  158  N.  Y.  299.  of  proof   to  show  ratification  rests 

*  In  re  Vermilye,  43  N.  J.  Eq.  146;  upon  the  Stock-broker,  see  Hopkins 

10  A.  605,  and  evidence  as  to  the  vs.  Clark,  7  App.  Div.  461;  Mc- 

intrinsic    value    of    the    securities  Geoch  vs.  Hooker,  11  HI.  App.  640. 

dealt  in,   is  admissible  upon   the  *  See  cases  cited  in  note  8,  supra; 

question  of  good  faith  and  wise  Harris  vs.  Tumbridge,  83  N.  Y.  92, 
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rests  upon  the  Brokers.^  liatification  may  be  proved  by 
the  acceptanoe  of  an  account  showing  the  unauthorized 
transaction,  and  a  promise  to  pay  the  balance  due  upon 
that  account.^  But  mere  retention  of  such  an  account  is 
not  enough  as  matter  of  law  to  operate  as  a  ratification.' 
It  is  the  custom  in  the  Stock  Exchange  when  orders 
have  been  executed,  for  the  Broker  to  give  prompt  notice 
to  his  Client  of  that  fact,  stating  the  number  of  shares  pur- 
chased or  sold,  the  price  received  or  paid  and  the  name  of 
the  opposite  Broker,^  and  obedience  to  that  custom  in  trans- 
actions  in  the    Exchange   is    the  Broker's   legal   duty.' 

99.    A  client  is  not  chargeable  with  J.  k  S.  552;  Skiff  vs.  Stoddard,  63 

a  price  which  the  stock  directed  to  CJonn.  204;  21  L.  R.  A.  102;  Finney 

be  purchased  may  have  had  prior  to  vs.  Gallaudet,  2  N.  Y.  Supp.  707; 

the  time  that  the  order  was  given,  Tuell    vs.    Paine,    80    N.    Y.    S. 

and  greater  than  it  then  had,  unless  956. 

she  consents  to  adopt  such  greater       *  Hoffman  vs.  Livingston,  supra; 

price.     Day  vs.  Jameson,  33  N.  Y.  Rosenstock  vs.Tormey,  32Md.  178; 

St.  Rep.  375,  377.  Prout  vs.  Chisolm,   89  Hun,  108; 

*  See  cases  cited  in  note  3,  supra,  s.  c.  21  App.  Div.  54;  Bate  vs.  Mc- 
See  also  Day  vs.  Jameson,  33  N.  Y.  Dowell,  17  J.  k  S.  106. 

St.  R.  375,   377;  Harris  vs.  Tum-  In  Delenne  vs.  Haight  &  Freese 

bridge,  83  N.  Y.  92,  99.     See  also  Co.,  N.  Y.  L.  J.  May  23,  1903,  it  was 

Genin  vs.  Isaacson,  6  N.  Y.  Leg.  Ob.  held  that  it  was  the  duty  of  defend- 

213;  and  cases  cited  in  notes  4  and  ant  Broker  to  give  to  its  principal, 

2,  supra.  the  plaintiff,  the  names  of  the  Brok- 

'  Gillett  vs.  Whiting,  55  N.  Y.  ers  from  whom  it  bought  and  sold 

Super.  Ct.   187,  reversed  on  other  stock  for  plaintiff  and  the  prices  at 

grounds,  120  N.  Y.  402.  which  such  stock  was  bought  or  sold 

*  Burhom  vs.  Lockwood,  71  App.  and  it  will  be  compelled  to  deposit 
Div.  301,  aff'd  177  N.  Y.  17,  32;  its  books  and  papers  in  court,  or 
Hansen  vs.  Boyd,  161  U.  S.  397.  have  them  examined  by  a  referee 
As  to  how  far  the  letters  between  at  its  expense,  for  the  purpose  of 
the  parties  and  diary  entries  are  eliciting  such  information, 
admissible  in  evidence^  and  the  Bought  and  sold  notes  sent  by  a 
weight  that  shoiild  be  attached  to  Broker  to  the  buyer  and  seller,  the 
them,  see  Whitaker  vs.  White,  69  execution  of  which  is  not  denied, 
Hun,  258;  Hopkins  vs.  Clark,  7  constitute  the  contract  between  the 
App.  Div.  207.  parties.     Murray  vs.  Doud,  63  111. 

'See  Hoffman  vs.  Livingston,  14  App.  247.     But  a  ''sold''  note  giv* 
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His  refusal  to  furnish  information  as  to  the  time  or  times 
of  sale,  and  the  amount  realized  by  the  sale  or  sales,  raises  a 
presumption  authorizing  the  strictest  construction  against 
him  as  to  amount,  value  and  price.^  And  it  was  decided  in 
HofEman  vs.  Livingston,^  that  a  failure  of  the  Broker  to  give 
this  notice  was  such  negligence  as  to  preclude  him  from 
recovering  his  commissions.  Where  such  notices  are  ren- 
dered by  the  Broker  to  the  Client,  who  relies  thereon,  the 
Broker  is  afterwards  estopped  from  denjong  the  truth 
thereof.*  It  is  for  the  jury  to  decide  whether  a  Broker 
should  keep  accounts  showing  the  names  of  persons  with 
whom  he  deals  for  his  principal.^  Where  the  transaction 
reported  was  in  fact  never  made,  the  Brokers  are  guilty  of 
fraud.*^ 

Speculations  in  stocks  are  frequently  made  by  agents  of 
the  Client  with  the  Broker,  and  the  authority  of  the  agent 
is  denied.'  So  cases  may  arise  where  a  speculative  transac- 
tion is  made  between  a  Client  and  a  clerk  or  agent  of  the 
Stock-broker,  and  the  authority  of  the  clerk  is  disputed  or 
his  acts  disowned  by  the  Stock-broker.''    Sometimes,  too, 

ing  the  name  of  the  opposite  princi-  '  See  Finney  vs.  Gallattdet,  2  N. 
pal,  on  the  assumption  that  the  Y.  S.  707.  As  to  when  one  partner 
latter's  Brokers  had  authority  from  bec<vnes  the  agent  of  another  in  the 
him,  does  not  constitute  a  contract  purchase  of  stocks,  see  Rand  vs. 
between  principal  and  Broker,  so  as  Whipple,  71  A.  D.  62.  See  also 
to  render  the  latter  liable  for  negli-  Martin  vs.  Peters,  4  Rob.  (N.  Y.) 
gence,  when  the  opposite  principal   434. 

repudiates  the  contract.     Pim  vs.       ^The    ordinary    presumption    is 

Wait,  32  Fed.  Rep.  744.     See  Sim-  that  the  party  in  whose  name  an 

mons  vs.  More,  100  N.  Y.  140.  account  stands  is  the  party  in  in- 

^  Bate  vs.  McDowell,  supra.  terest  from  whom  instructions  are 

M6  N.  Y.  Super.  Ct.  552.  to  be  taken.     Timpeon  vs.  Allen, 

"  Matter  of  Pierson,  19  App.  Div.    149  N.  Y.  513,  519.     Where  a  trans- 

478.  action  is  made  prior  to  the  partner- 

*  Prout  vs.  Chisolm,  21  A.  D.  54     ship  by  an  individual  member  of  a 

*  Id.  firm  of  Brokers  for  his  own  client, 
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dealings  are  had  between  Broker  and  Client^  throagh  an 
intermediaiy,  and  each  side  aaserts  that  such  mtermediary 
is  the  agent  of  the  otber.^ 

In  one  case  in  Nevada  it  appeared  that  B.  &  P.  were 
Stock-brokers,  and  S.  was  ateo  a^nt  and  P.  cashier  d 
the  express  and  banking  bosiness  of  W.  F.  A  Co.  One 
W.  called  at  the  baling  department  and  adced  R.  how 
mach  interest  W.  ¥.  A  Co.  wooM  charge -to  \my  iof 
him  certain  shares  of  sUx^.  The  interest  was  agreed 
on,  and  K.  and  P.  ordered  the  stock  through  their  Bro- 
kers in  San  Fmncisco,  and  sent  W.  notice  of  the  pur- 
chase in  their  own  firm  namie  of  K.  &  P.  The  next  day  W., 
at  R.'8  request,  executed  his  note  to  W.  F.  &  Co.  for  the 
amount  of  money  it  took  to  pmrchase  the  stock.  The  stock 
was  never  ddivered  to  W.,  but  the  latter  was  credited  upon 
the  books  of  R  &  P.  with  the  stock  and  the  amount  of 
purchase-money  stated  in  the  note.  R.  &  P.  received  credit 
with  W.  F.  &  Co.  for  the  same  amount  as  so  much  money 
deposited.  B.  &  P.  subseqaently  failed.  W.  F.  A  Co. 
brought  suit  against  W«  on  the  note,  and  the  question  was 
whether  the  transaction  was  only  a  loan,  as  claimed  by  W. 
F.  &  Co.,  or  a  contract  to  procwe  the  stock  as  claimed  by 
W.  The  jury  having  found  a  verdict  for  W.  on  the  ground 
that  R.  &  P.  acted  as  agents  of  W.  F.  &  Co.,  the  court  upon 


and  the  firm  rendeis  an  account  of  Wells  vs.  Welter,  15  Nev.  276.    As 

such  transaction  in  its  own  name  to  when   a   Broker   is    liaMe  for 

charging  themselveB  with  the  whole  the  acts  ol  a  "corvespondent,"  see 

transaction,  they  wUl  thereby  be  Smith  vs.  New  York  Stock  &c.  Ex., 

held  to  have  adopted  the  act  of  the  25  N.  Y.  S.  261. 

individual  partner^  as  to  any  bene-  ^  Timpeon  vs.  Allen,  149  N.  Y. 

fit  to  be  derived  therefrom,  and  as  513;  Wdff  vs.  Lockwood,  75  N.  Y. 

to  respondbility  for  loss.    Bate  vs.  Supp.  605;  Boyd  vs.  Yerkes,  25  111. 

McDowell,  17  J.  &  S.  106.    See  also  App.  627. 
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appeal  refused  to  disturb  it,^  on  the  ground  that  R.  &  P. 
acted  as  agents  of  W.  F.  &  Co.  In  all  such  cases,  where  the 
authority  of  the  agent  is  denied,  the  question  is  one  of  fact, 
and  the  proof  must  be  the  same  as  would  exist  in  an  or- 
dinary case  between  a  third  person  seeking  to  charge  the 
principal  for  the  acts  of  his  agent,  and  the  burden  would  be 
upon  the  party  asserting  the  fact.  Authority  in  an  agent 
may  be  implied  from  circumstances,  and  a  customer  has  a 
right  to  rely  upon  the  apparent  authority  of  the  Broker's 
agent.' 

The  agency  being  proven,  the  general  rule  applies  in  all 
such  cases  that  a  party  who  employs  an  agent  to  transact 
business  with  third  parties  cannot  be  relieved  from  liability 
for  the  misdoings  of  such  agent  in  the  absence  of  neglect  or 
want  of  ordinary  care  on  the  part  of  the  party  injured. 
When  one  of  two  innocent  parties  must  suflfer  from  the  act 
of  a  third  person,  he  shall  sustain  the  loss  who  enabled  the 
third  party  to  do  the  injury.*  And  the  general  rule  that, 
if  an  agent  has  limited  authority  to  contract,  a  party  with- 
out notice  of  such  limitation  is  not  bound  to  inquire  as 
to  the  extent  of  such  authority,  is  also  applicable,^  but  if 
the  party  has  notice  he  is  put  upon  inquiry.' 

When  therefore  a  principal  imposes  a  limit  upon  his 
Broker,  the  former  is  liable  if  the  Broker  exceeds  the  limit.' 
But  if  the  Broker  makes  an  unauthorized  contract  (i.*e.  when 


» Wells  vs.  Welter,  15  Nev.  276.  *  Rimmer  vs.  Webster,  (1902)  2 

'  Kratt  vs.  Hopkins,  78  N.  Y.  S.  Ch.  163;  Robinson  vs.  Brewing  Co., 

1012;  Briggs  vs.  Kennett,  8  Misc.  (1896)    2   Ch.   841;    Bentinck   vs. 

264;  aff'd  (without  opinion)  149  N.  Bank,  (1893)  2  Ch.  120. 

Y.  577.  » Nester  vs.  Craig,  69  Hun,  543. 

•  Andrews  vs.  Clark,  72  Md.  396;  •  Crabb  vs.  Miller,  24  L.  T.  219; 

Caswell  vs.  Putnam,  120  N.  Y.  153,  Coles  vs.  Bristowe,   L.   R.  4  Ch. 

158,  and  cases  cited  in  note  1,  supra.  14. 
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instructed  to  buy  the  shares  of  one  company,  by  mistake, 
purchases  those  of  another),  he  is  personally  liable,  on  the 
ground  of  misrepresentation  of  authority,  for  the  fulfilment 
of  the  contract,  and  if  the  shares  are  unsalable,  the  dam- 
ages will  be  the  full  price  named  in  the  contract.^  If  no 
limit  is  placed  upon  the  Broker,  he  has  implied  authority 
to  contract  subject  to  the  rules  of  the  Exchange  and  reason- 
able customs  (see  chapter  on  Usages),  but  a  vendor's 
Broker  has  not  implied  authority  to  receive  the  purchase 
money  unless  it  may  be  presumed  from  the  vendor's  acts, 
i.  e.  when  he  gives  the  Broker  share  certificates  or  a 
transfer.* 

A  Broker  or  Client  dealing  mth  an  agent  within  the 
limit  of  his  authority  has  the  right  to  assume  if  not  other- 
wise informed  that  the  authority  of  the  agent  is  unlimited, 
and  when  the  dealing  continues  after  the  authority  is  re- 
voked the  principal  is  bound  unless  notice  of  the  revocation 
is  brought  home  to  the  opposite  party.'  But  where  the 
agent  or  office  manager  of  the  Broker  is  given  general  au- 
thority by  the  Client  to  make  purchases  and  sales  for  his 
account)  notice  by  the  Client  to  such  agent  to  cease,  is  bind- 
ing upon  the  Broker,  his  principal,  within  the  rule  that  no- 
tice to  an  agent  touching  the  subject-matter  of  his  agency 
is  notice  to  the  principal,  this  rule  applying  even  where  the 
agent  irepresents  both  parties  at  one  time.' 


'  Ex  parte  Panmure,  24  Ch.  Div.  mixed  question  of  law  and  fact  to  be 

367.  determined  by  the  court,  whether 

'  McDevitt  vs.  ConnoUy,  15  L.  R.  the  changes  are  enough  to  put  a 

(Ir.)500.  customer   on   inquiry   as   to   with 

'Andrews     vs.     Clark,     supra,  whom    he    is    dealings;.    Lines    vs. 

When  changes  are  made  in  a  brok-  Shepard,  16  Daly,  471. 

erage  business  whereby  a  former  *  Boyd  vs.  Yerkes,  25  lU.  App. 

clerk  becomes  the  proprietor,  it  is  a  527. 
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(b.)  Duty  and  LioMlity  of  Broker  in   Purchasing;  Right  to 

Indemnity. 

Brokers  or  factors  are  required  to  act  with  reasonable  dil- 
igence and  prudence  in  their  employment,^  and  to  exercise 
their  judgment  and  discretion  to  the  best  advantage  of  the 
principal.  This  means  that  those  \yho  deal  with  them,  con- 
tract for,  and  have  a  right  to  expect,  a  degree  of  care  com- 
mensurate with  the  importance  and  risks  of  the  business  and 
a  skill  and  capacity  adequate  to  its  performance.  That  care 
and  skill  is  different  in  kind  from  the  ordinary  diligence  and 
capacity  of  the  ordinary  citizen,  and  the  Broker  is  employed 
for  that  reason.' 

These  requirements  apply  in  all  cases,  where  an  order  to 
purchase  is  given  to  a  Broker,  whether  the  transaction  is 
to  be  executed  at  a  fixed  price,  or  at  the  market  price,  or  at 
his  discretion,  and  whether  the  Broker  is  acting  for  com- 
pensation or  gratuitously.^ 

A  commission  merchant  or  Broker  must  also  in  his  deal- 
ings with  his  Client  act  in  entire  good  faith,^  and  he  has  no 
right  to  conceal  any  portion  of  his  transactions  and  dealings 
in  relation  to  the  property  alleged  to  have  been  bought  or 


»Prout    V8.    Chisolm,    21     App.  105;  Boyd  vs.  Barrett,   16  Phila. 

Div.  54;  Bate  vs.  McDowell,  17  J.  <fe  653. 

S.  106,  111;  Speyer  vs.  Ck)lgate,  4  '  Isham  vs.  Post,  supra.  K  a 
Hun,  622;  Leveson  Gower  vs.  May,  Broker  has  a  general  discretion  as  to 
7  T.  L.  R.  696;  Boyle  vs.  Henning,  purchase  of  securities,  and  gives 
121  Fed.  Rep.  376;  In  re  Vermilye,  evidence  to  prove  a  proper  exercise 
43  N.  J.  Eq.  146;  10  A.  605.  If  the  of  such  discretion,  his  client  may 
Broker  acting  in  good  faith,  and  introduce  evidence  contra.  Hop- 
within  the  line  of  his  duty,  incurs  kins  vs.  Clarke,  158  N.  Y.  299. 
damages,  his  principal  is  liable.  ^  When  a  sale  of  stock  is  actually 
Maitland  vs.  Martin,  86  Pa.  St.  120,  made  by  Brokers,  and  there  is  no 
124.  evidence  to  show  that  they  acted  in 

'  Isham  vs.  Post,  141  N.  Y.  100,  bad  faith,  it  is  error  to  submit  the 
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mM}  His  datj  to  keep  and  render  juBt  and  true  ac- 
Goimts  is  '^  plain  to  the  last  degree." ' 

A  Broker  who  is  the  agent  of  his  Client  is,  and  onght  to 
he,  required  to  show  folly  and  specifically  each  item  of  the 
account  which  he  charges  against  his  Client.  Famishing  a 
gross  sum  is  insafficient.  Each  of  the  parties  to  an  account 
is  entitled  to  know  and  to  have  presented  to  him,  when  a 
demand  is  made  for  a  loss,  supposed  or  real,  the  items  which 
make  up  such  loss,  and  to  be  given  an  opportunity  not  only 
to  inspect  and  ascertain  the  correctness  of  the  same,  but  to 
controvert  such  items  whenever  it  becomes  necessary.'  A 
presumption  against  the  Broker's  good  faith  and  honesty 
can  be  drawn  from  his  omission  of  these  duties.' 

When  the  Broker  withholds  the  fullest  information  in 
this  respect,  the  right  to  examination  before  trial,  in  an  ac- 
tion brought  to  recover  alleged  profits  or  to  adjust  the  un- 
settled accounts,  should  be  fully  accorded.'  His  refusal  to 
give  such  information  without  compulsion  raises  a  presump. 
tion  authorizing  the  strictest  construction  of  the  evidence 
against  him.« 

question  of  their  good  faith  to  the  N.  Y.  Weekly  Dig.  20,  but  when  an 
jury.  Day  vs.  Jameson,  33  N.  Y.  accounting  is  demanded,  a  dia- 
8t.  Rep.  375,  379.  covery  of  the  Broker's  books  wUl  not 

^  MiUer  vs'.  Kent,  59  How.  Pr.  be  granted  to  enable  the  client  to 
322,  325;  Marvin  vs.  Buchanan,  62  prepare  his  complaint.  Id.  N.  Y. 
Baib.  468;  Talbot  vs.  Doran  &  Daily /^e^.  Nov.  27, 1882;  5  Monthly 
Wri^t  Co.,  9  N.  Y.  Supp.  478;   L.  Bull.  4. 

Drake   vs.   Weinman,    33    N.    Y.       '  Miller  vs.  Kent,  supra;  Harding 
Supp.  177;  Drake  vs.  Thompson  &  vs.  Field,  46  N.  Y.  St.  Rep.  628,  and 
Deer  Co.,  33  N.  Y.  Supp.  180,  and  cases  supra, 
cases  cited  in  succeeding  notes.  '  Prout   vs.    Chisolm,    21    App. 

» Prout  vs.  Chisohn,  89  Hun,  108;   Div.  54. 
B.  c.  21  App.  Div.  54;  Bate  vs.  Mc-       *  See  post,  p.  770,  where  the  rem- 
DoweQ,  17  J.  &  S.  106;  Miller  vs.   edy  is  more  fully  discussed. 
Kent,  10  Weekly  Digest,  362;  s.  c.  23       •  Bate  vs.  McDowell,  supra;  Gray 
flun,  657;  Duflf  vs.  Hutchinson,  19   vs.  Haig,  20  Beav.  219. 
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A  Broker  has  no  right  to  adopt  methods  of  business  that 
are  so  intricate  or  tortuous  that  they  are  incapable  of  being 
explained  to  the  full  comprehension  of  an  ordinarily  intel- 
ligent jury.^ 

The  known  usages  of  trade  and  business  enter  into  such 
employment ;  and  if  he  conducts  his  business  with  diUgence, 
care  and  good  faith  according  to  such  usages,  he  will  be  ex- 
onerated from  all  responsibility.* 

But  a  Stock-broker  cannot  bind  his  Client  by  anything 
done  under  a  rule  of  the  Exchange  which  was  not  made 
until  after  the  instructions  were  given  to  him.' 


^  Oldershaw  vs.  Knowles,  101  111.   W.  Rep.  970;  Gheen  vs.  Johnson,  90 
117.  Pa.  St.  38:  Sutton  vs.  Taiham,  10 

» Bibb  vs.  Allen,  149  U.  S.  481;  Ad.  &  E.  27;  Smith  vs.  Lindo,  6  C. 
Clews  vs.  Jamieson,  182  U.  S.  461;  B.  (n.  s.)  587;  Rosewame  vs.  BiU- 
Hausen  vs.  Boyd,  161  U.  S.  403;  ing,  15  C.  B.  (n.  s.)  316;  Remfry  vs. 
PhUUps  vs.  Moir,  69  111.  165;  Deshler  Butler,  1  E.  B.  &  E.  887;  Biederman 
vs.  Beers,  32  111.  368;  Paton  vs.  vs.  Stone,  L.  R.  2  C.  P.  504;  Chap- 
Newman,  51  La.  Ann.  1428;  28  man  vs.  Shepherd,  Whitehead  vs. 
So.  Rep.  576;  Skiff  vs.  Stoddard,  Izod,  L.  R.  2  C.  P.  228;  Webb  vs. 
63  Conn.  198;  21  L.  R.  A.  102.  Challoner.  2  F.  &  F.  120;  M'Ewen 
Mitchell  vs.  NewhaU,  15  M.  &  W.  vs.  Woods,  11  Q.  B.  13;  Bayliffe  vs. 
308;  Westropp  vs.  Solomon,  8  C.  B.  Butterworth,  1  Ex.  425;  Patterson 
345;  Pollock  vs.  Stables,  12  Q.  B.  vs.  Keys,  1  Cin.  Super.  Ct.  Rep. 
765;  Tempest  vs.  Kilner,  3  C.  B.  (Ohio)  94.  As  to  knowledge  of  the 
253;  Bayley  vs.  Wilkins,  7  C.  B.  886;  usage  by  the  client,  see  Blakemore 
Himt  vs.  Gunn,  13  C.  B.  (n.  s.)  227;  vs.  Heyman,  23  Fed.  Rep.  648; 
Taylor  vs.  Stray,  2  C.  B.  (n.  s.)  175;  Higgins  vs.  McCrea,  23  Fed.  Rep. 
Lamert  vs.  Heath,  15  M.  &  W.  486;  782.  If  the  Broker's  agent  receives 
15  L.  J.  Ex.  298;  Morrice  vs.  Hun-  an  order  forbidden  by  the  Stock 
ter,  14  L.  T.  897;  Inchbald  vs.  Exchange  rules,  the  broker  is  liable. 
Neilgherry  Coffee  Co.  34  L.  J.  (C.  Newman  vs.  Lee,  84  N.  Y.  Supp. 
P.)  15;  Forget  vs.  Baxter,  L.  R.  A.  106.  See  also  chapter  on  "Usages." 
C.  (1900),  467;  s.  c.  82  L.  T.  R.  510;  » Westropp  vs.  Solomon,  8  C.  B. 
Harker  vs.  Edwards,  57  L.  J.  Q.  B.  345.  As  to  when  evidence  of  Board 
147;  Peckham  vs.  Ketchum,  5  of  Trade  custom  is  admissible,  see 
Bosw.  (N.  Y.)  506;  s.  c.  less  fully,  Ayer  vs.  MeiUl,  13  HI.  App.  625. 
10  Ab.  Pr.  (N.  Y.)  220;  Van  Dusen-  If  a  rule  of  an  Exchange  requires 
Harrington  Co.  vs.  Jimgeblut,  77  N.   a  vendor,  on  receiving  written  no- 
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The  Broker  shonld  hand  over  to  his  principal  money  or 
seoorities  as  soon  as  he  has  received  them,  but  the  Client 
cannot  insist  on  delivery,  at  the  time  of  the  payment  of  the 
pnrchase  money,  if  this  obliged  the  Broker  himself  to  ad- 
vance the  purchase  money,  as  the  Broker  is  under  no  obli< 
gation  to  pay  the  price.^ 

In  respect  to  the  character  and  kind  of  stocks  or  securi- 
ties which  the  Broker  may  buy,  he  is  bound  to  purchase 
the  kind  designated  by  the  Client.^  But  if  he  exercises 
prudence  and  care,  he  is  not  liable,  although  the  securities 
purchased  by  him  in  the  regular  course  of  business  prove 
spurious. 

In  the  case  of  Westropp  vs.  Solomon  ^  the  plaintiffs  were 
Stock-brokers,  and  were  employed  by  the  defendant  to  sell 
certain  scrip  which  turned  out  to  be  invalid.  The  certifi- 
cates were  such  as  to  deceive  everybody  who  dealt  in  them. 
There  was  no  fraud  or  negligence  on  either  side.  The 
Brokers  paid  the  purchase  money  back  to  the  vendors,  as 
also  a  certain  sum  which,  under  the  rules  of  the  Stock  Ex- 
change, had  been  prescribed  to  be  paid  in  such  cases.     They 


tioe  that  a  default  is  intended,  to  Board  of  Trade  but  were  fictitious 

8eQ  on  or  before  the  first  open  board  or    ''bucket    shop''    transactions 

thereafter,  he  must  on  receiving  a  made  in  the  Broker's  own  ofiice,  the 

notice  that,  for  the  reason  given  Client  may  recover  the  amount  of 

"the  deal  is  off,"  strictly  comply  margins  deposited  by  him  with  the 

with  the  rule,  quite  irrespective  of  Broker.    Mellott  vs.  Downing,  64 

the   reasons    given.    Gill    vs.    O'-  Pa.  St.  393.    A  Stock-broker  is  an 

Bourke,  6  Pa.  Super.  Ct.  Rep.  605.  ''agent"    within   the   meaning   of 

*  Stock  Co.  vs.  Gaknoyle,  3  T.  L.  Comp.    Laws,    Michigan,    {  11572, 

R.  808.  making  an  agent  criminally  liable 

'  If  the  Client  instructs  his  Broker  for  misapplying  money  sent  to  him 

to  purchase  and  sell  grain  on  the  with  written  instructions  as  to  its 

Chicago  Board  of  Trade,  but  it  ap-  application.     People  vs.  Karate,  93 

peans  that  the  purchases  and  sales  N.  W.  Rep.  1081. 

were   not   made   on   the   Chicago  '  8  C.  B.  346. 
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the  city  of  TTew  York,  among  whom  it  is  not  usual  to  disclose 
the  names  of  their  principals  to  persons  with  whom  they 
dealt,"  and  defendants  paid  for  the  stock  upon  receiving  the 
certificate  from  the  selling  Broker.  The  certificate  issued 
and  delivered  to  the  plaintiff  did  not  represent  actual  stock, 
and  was  valueless ;  and,  upon  the  discovery  of  this  fact,  in  due 
time  the  plaintiff  tendered  the  same  to  defendants  and  de- 
manded a  return  of  his  money,  which  was  refused,  and  the 
action  was  brought  to  recover  the  same.  In  an  opinion  giv- 
ing judgment  for  the  defendants,  Hoffman,  J.,  after  review- 
ing the  English  authorities  upon  the  subject,  concluded  that 
the  plaintiff,  having  contracted  with  defendants  as  Stock- 
brokers, was  bound  by  the  custom  which  prevailed  in  rela- 
tion to  that  species  of  business,  and  especially  by  the  usage 
by  which  Brokers  only,  and  not  their  Clients,  are  known 
in  their  dealings  with  each  other,  and  that  such  a  custom 
put  the  plaintiff  in  the  same  position  as  in  the  case  of  a  con- 
tract made  distinctly  with  one  as  the  agent  of  a  known  or 
disclosed  principal.  The  court  also  held  that  the  employ- 
ment of  the  defendants  could  not  be  justly  treated  as  an  em- 
ployment to  purchase  genuine  stock  to  the  extent  and  im- 
port of  making  them  guarantors  of  the  validity  of  that 
which  they  should  purchase ;  it  was  rather  to  purchase  what 
in  the  Qoarket  was  passing  as  stock  of  this  d^criptioriy 
a7id  thai  cm  agent  employed  to  purchase  a  commodity  of  a 
particular  character  or  quality  is  only  bound  to  use  ail  the 
circumspection  and  diligence  which  a  prudent  purchaser 
himself  would  exercise. 

The  conclusion  reached  in  this  case  is  in  accord  with  the 
English  authorities,  and  is  entirely  sound  upon  principle, 
there  being  no  just  distinction  in  this  respect  between 
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the  employment  of  a  Stock-broker  and  any  other  kind  of 
agent.^ 

So  where  a  person  employing  a  Broker  to  sell  shares  di* 
rected  him  by  mistake  to  sell  250,  when  he  intended  to  sell 
and  had  only  50  shares,  and  the  Broker  sold  the  shares  in 
accordance  with  his  directions,  the  Client  was  held  bound 
to  pay  the  difference  which,  under  the  rales  of  the  Stock 
Exchange,  the  Broker  bad  been  compelled  to  pay  to  the 
Broker  to  whom  he  had  sold  the  same.' 

And  the  case  of  Morrice  vs.  Hunter  *  furnishes  still  an- 
other illustration  of  the  general  rule.  There  the  defendant 
instructed  his  Brokers  to  buy  10  Agra  &  Masterman's 

^  Within    the    principles    of   the  a  state  are  constitutionally  issued, 

cases  cited  in  the  text,  the  Broker  is  Otis  vs.  Gulliun,  supra.    See  also 

not  to  be  held  to  any  of  the  war-  ^tna  Life  Ins.  Co.  vs.  Middleport, 

ranties  implied  on  the  sale  of  secu-  124   U.   S.   534.    The  decision  in 

rities  and  which  would  obtain  be-  BischofiFsheim  vs.  Baltzer,  20  Fed. 

tween  his  Client  and  the  opposite  Rep.  800,  to  the  contrary,  might 

party.  better  have  rested  on  the  fact  that 

Between  the  principals  the  rule  there  the  vendor  of  the  unconstitu- 
js  that "  the  seller  is  liable  ex  delicto  tionally  issued  bond,  was  really  act- 
forbad  faith,  and  ex  contractu  there  ing  as  Broker  for  the  vendee  and 
is  a  warranty  implied  on  his  part  was  selling  him  his  own  securities, 
that  the  securities  belong  to  him  and  But  see  Ex  parte  Panmure,  24  Ch. 
are  not  foiigeries.     Where  there  is  D.  367. 

no  express  stipulation,  there  is  no  *  Sutton  vs.  Tatham,  10  Ad.  &  £. 

liability    beyond    this."     Otis    vs.  27;  see  also,  to  same  effect,  ChUd  vs. 

Cullum,  92  U.  S.  447.     There  is  no  Morley,  8  T.  R.  610;  Lightfoot  vs. 

implied  warranty  of  the  solvency  of  Creed,  8  Taunt.  268;  s.  c.  2  Moo. 

the  corporation,  or  that  the  stock  255.     But  see  Bowlby  vs.  Bell,  3  C. 

sold  is  not  part  of  a  fraudulent  over-  B.  284;  Fletcher  vs.  Marshall,  15  M. 

issue.     People's  Bank  vs.  Kurty,  11  <&  W.  755;  Stewart  vs.  Cauty,  8  M. 

W.N.C.225.    Or  that  the  stock  sold  &  W.  160.    As  to  liability  of  Broker 

is  of  a  corporation  de  jure,  Harter  for  stocks  lost  by  or  stolen  from 

vs.  Eltzroth,  111  Ind.  159.    Or  that  him,  or  for  losses  occasioned  in  the 

it  has  good  title  to  its  property,  or  exercise   of   his   employment,    see 

as  to  its  value.     State  vs.  R.  R.  Co.,  post,  subdivision  (c),  p.  241. 

34  La.  Ann.  947.     Neither  is  there  *  14  L.  T.  897. 
any  implied  warranty  that  bonds  of 

15 
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shares,  which  the  Brokers'  manager  by  mistake  described 
as  £25  shares  in  place  of  £50  shares  with  £25  paid,  on 
which  groand  the  defendant  attempted  to  repudiate  the 
transaction.  In  an  action  by  the  Brokers  to  recoup  them- 
selves for  payments  made  on  the  Stock  Exchange,  Mr. 
Justice  Wiles  left  it  to  the  jury  to  say  whether  the  order 
given  depended  on  there  being  £25  shares,  or  whether 
the  plaintiffs  had  bought  what  they  agreed  to  buy  for  the 
defendant. 

The  care  incumbent  upon  a  Broker,  it  would  seem, 
does  not  require  him  to  present  the  purchased  certificates 
of  stock  at  the  offic^e  of  the  corporation  for  verification  of 
their  genuineness  if  there  is  nothing  on  their  face  to  arouse 
suspicion. 

It  was  so  held  in  respect  to  a  loan  by  a  banker  of  his 
customer's  money  upon  the  security  of  certificates  of  stock,^ 
and  the  reasoning  of  that  case  seems  equally  applicable  to 
an  ordinary  purchase  by  a  Broker,  particularly  as  the 
Broker  ordinarily  is  under  no  duty  to  have  the  purchased 
stock  transferred  at  the  company's  office  into  his  Client's 
name. 

Fuller  mention  of  the  case  of  Isham  vs.  Post,  above  re- 
ferred to,  is  pertinent  here,  for  the  transactions  therein  con- 
sidered, i.  e.,  loaning  the  Client's  money  upon  the  collateral 
security  of  shares  of  stock,  are  more  or  less  common  to  all 
stock-brokerage  offices.  It  was  held  that  it  is  not  the 
duty  of  the  Broker  to  inquire  into  the  solvency  of  borrow- 
ers reputed  to  be  responsible,  particularly  where  there  is  no 
proof  that  inquiry  would  have  developed  any  doubt  of 
solvency.    Where  the  stocks  upon  pledge  of  which  the  loan 

» Isham  vs.  Poet,  141  N.  Y.  100. 
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18  made  prove  to  be  forgeries  and  a  question  is  raised  as  to 
whether  the  Broker  gave  the  certificates  an  examination 
reasonably  careful  under  the  circumstances,  he  is  entitled  to 
show  that  the  forgery  was  so  deft  as  to  deceive  the  reason- 
able scrutiny  of  other  careful  bankers,  and  that  for  an  ex- 
tended time  the  same  forged  certificates  have  been  com- 
monly received  on  the  Street  among  such  bankers  and 
Brokers  as  collateral  for  loans.  He  may  also  show  upon 
this  point  that  he  has  himself  loaned  his  own  money  on 
similarly  forged  certificates.^ 

But  it  is  not  enough  to  state  that  he  had  ^'  carefully  " 
examined  the  certificates,  without  showing  in  what  that 
care  consisted,  or  that  he  was  possessed  of  any  information 
which  would  make  his  inspection  anything  of  a  safeguard ; 
or  that  loans  upon  similarly  forged  certificates  had  been 
made  by  other  bankers  and  Brokers  apparently  equally  as 
careless  as  himself.^ 

Where  a  Broker  acts  in  pursuance  of  his  authority,  ac- 
cording to  the  usages  of  the  Stock  Exchange  or  of  his 
fellow-Brokers,  and  in  good  faith  and  with  prudence,  he  is 
entitled  to  a  full  indemnification  for  any  outlays  and 
losses  which  may  occur  in  the  transaction  of  the  business. 
His  employment  implies  an  undertaking  to  this  effect  on 
his  employer's  part.  The  general  rule,  in  respect  to  the  re- 
lation between  principal  and  agent,  being  thus; — a  re- 
quest to  undertake  an  agency  or  employment,  the  proper 
execution  of  which  does  or  may  involve  the  loss  or  expendi- 
ture of  money  on  the  part  of  the  agent,  operates  as  an  im- 
plied request  on  the  part  of  the  principal  to  reimburse  him 


*  Isham  V8.  Poet,  supra.  App.  Div.  605;  64  N.  Y.  Supp.  1137; 

'  laham  vs.  Poet,  on  new  trial,  51   aff'd  167  N.  Y.  531 . 
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for  such  losses  as  may  result  from  the  performance  of  his 
agency.* 

The  language  of  Mr.  Justice  Blackburn  in  Duncan  ys. 
Hill^  is  strong  and  apposite  upon  this  question  of  tbe 
Stock-broker  to  receive  indemnity  for  acts  performed  in 
the  business  of  his  Clients.  '^  It  must  be  admitted  that 
the  plaintiffs  were  authorized  by  the  defendants  to  enter 
into  contracts  in  their  behalf  according  to  the  rules  of  the 
Stock  Exchange.  It  must  be  admitted  that  for  any  loss 
incurred  by  the  agent  by  reason  of  his  having  entered 
into  such  contracts  according  to  such  rules,  unless  they  be 
wholly  unreasonable,  and  where  the  loss  is  without  any 
personal  default  of  his  own,  he  is  entitled  to  be  indem- 
nified by  his  principal  upon  an  implied  contract  to  that 
effect."  And  the  case  of  Marten  vs.  Gibbon'  carried 
the  doctrine  still  further  ;  for  in  that  case  where  a  Broker 
at  the  request  of  his  Client  made  a  sale  on  the  Exchange 
to  a  jobber  of  tbe  prospective  dividends  of  shares  in  a 
railway  company — dealings  in  which,  by  a  rule  of  that 
body,  will  not  be  recognized — ^and  the  Broker  subse- 
quently paid  differences  to  the  jobber,  it  was  held,  not- 
withstanding the  aforesaid  rule,  that  the  Client  was  bound 
to  refund  these  differences  to  the  Broker,  on  the  ground 
that  the   rule  did  not  affect  the  general   liability  of  the 

»  Bibb  vs.  Allen,  149  U.  S.  481,  L.  T.  R.  (n.  s.)  808;  Hartas  vs.  Rib- 
499;  Bennett  vs.  Covington,  22  Fed.  bons,  22 Q.  B.  D.  264;  Ellis  vs.  Pond, 
Rep.  816,  819;  Bartlett  vs.  Smith,  L.  R.  1  Q.  B.  D.  (1898)  426;  Harker 
13  Fed.  Rep.  263;  Arnold  vs.  Smith,  vs.  Edwards,  4  T.  L.  R.  92.  See  for 
85  Ga.  510;  Perin  vs.  Parker,  18  N.  further  English  cases,  Stutfield's 
E.  Rep.  747;  Knapp  vs.  Simon,  96  Rules  and  Usages  of  the  Stock  Ex- 
N.  Y.  284;  Maitland  vs.  Martin,  86   change,  172. 

Pa.  St.  120;  Duncan  vs.  Hill,  29  L.       '  8  L.  R.  Ex.  242;  rev'g  6  L.  R. 
T.  R.  268;  Thacker  vs.  Hardy,  4  Q.   Ex.  255. 
B.  D.  685;  Smith  vs.  Reynolds,  66       » 33  L.  T.  N.  S.  561. 
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members  towards  each  other  for  contracts  made  on  the 
Exchange.  Where  a  customer  refuses  to  deliver  stock 
which  his  Broker  sells  pursuant  to  contract,  the  latter  may 
buy  it  for  delivery  at  the  best  price  he  can  and  hold  the 
former  for  the  loss.^  And  a  purchaser  is  bound  to  indem- 
nify a  Broker  who  pays  for  and  takes  a  transfer  of  shares 
in  a  company  after  commencement  of  the  winding  up.' 

If  the  Broker  held  collateral  security  of  the  Clients 
against  the  loss,  he  is  not  required,  in  the  absence  of  a 
special  agreement,  to  realize  thereon,  or  to  return  the  same 
to  the    customer  before  bringing  action  to  recover  the 

^  Baily  vs.  Camduff,  59  Pac.  Rep.  der  the  rules  of  the  Stock  Exchange, 

407.  was  compelled  to  pay  the  differ-* 

'  Chapman  vs.  Shepherd,  L.  R.  2  ences  to  the  jobber.  And  the  court 
C.  P.  228;  Whitehead  vs.  Izod,  id.;  held  that  the  Broker  was  entitled  to 
Emmerson's  case,  L.  R.  1  Ch.  App.  recover  the  sum  which  he  had  so 
433.  A  very  interesting  question  paid  out  by  reason  of  the  conduct  of 
arose  in  the  case  of  Mewbum  vs.  the  Client.  The  court  did  not  pass 
Eaton  (20  L.  T.  Rep.  449)  between  upon  the  question  as  to  whether  a 
a  Broker  and  his  Client.  In  that  vendor  was  bound  to  sign  a  transfer 
case  the  Broker  had  sold  certain  to  the  ultimate  purchaser  in  which 
shares  for  his  Client  on  the  Stock  the  consideration  was  stated  at  a 
Exchange,  and  the  latter  had  exe-  price  greater  than  that  which  he  had 
cuted  the  transfers  and  received  the  received  for  the  shares;  but  the  inti- 
piurchase  .  price.  Subsequently,  mations  were  that  he  would  not  be 
however,  the  transfers  were  re-  so  compelled.  It  was  held  that 
turned  to  the  Broker  by  the  ulti-  this  objection  had  been  waived  by 
mate  purchaser  for  some  trifling  cor-  the  Client  in  originally  signing  the 
rections  in  the  spelling  of  names,  transfers.  In  Hawkins  vs.  Maltby, 
and  the  Broker  delivered  the  same  (L.  R.  6  Eq.  505;  4  Ch.  App.  200), 
to  his  Client  for  that  purpose.  The  the  specific  performance  of  a  con- 
latter,  however,  refused  to  "initial"  tract  was  refused,  on  the  technical 
the  corrections  unless  the  Broker  groimd  that  the  bill  called  for  the 
paid  him  the  price  mentioned  in  the  enforcement  of  a  contract  for  a  dif- 
transfers  to  the  ultimate  pwchaser,  ferent  consideration  than  that  actu- 
which  was  higher  than  the  price  at  ally  agreed  upon.  But  subse- 
wfaich  his  shares  were  originally  quently  the  Broker  was  held  en- 
Bold.  In  consequence,  the  shares  titled  to  an  indemnity, 
were  bought  in,  and  the  Broker,  un- 
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amount  lost.^  This  right  to  indemnity  is  not  lost  by  a 
wrongful  termination  of  the  transaction  by  the  Broker.  It 
is  simply  to  be  diminished  in  its  amount  by  the  damage  to 
the  Client.  Thus  the  mere  fact  that  the  Broker  sells,  with- 
out due  notice  to  his  Client  of  the  time  and  place  of  sale, 
and  by  such  act  commits  a  conversion,  does  not  preclude 
him  from  bringing  an  action  against  his  Client  to  recover 
the  debt  arising  out  of  the  advance  made  by  the  Broker 
to  purchase  the  stock.  This  must  be  deemed  the  settled  rule, 
despite  some  contrariety  in  the  decisions  in  New  York 
State  and  some  opposing  authorities  elsewhere. 

The  point  first  arose  in  Gruraan  vs.  Smith,'  where  the 
action  was  brought  by  the  plaintiff  as  the  assignee  of 
F.  &  Co.,  Stock-brokers,  to  recover  a  balance  due  the 
latter  from  the  defendant,  growing  out  of  a  stock  trans- 
action. After  the  stock  was  purchased,  the  defendant, 
besides  leaving  some  money  as  a  margin,  deposited  the 
stock  in  question  with  the  Brokers  as  collateral  se- 
curity. The  margin  having  become  exhausted  by  a  sud- 
den decline  of  the  stock  in  question,  the  collateral  was 
sold  without  the  due  notice  of  the  time  and  place  of  sale. 
A  technical  conversion  was  conceded.  The  action  .was  sub- 
sequently brought  to  recover  the  above  balance,  the  defend- 
ant having  been  first  credited  with  the  proceeds  of  the  sale 
at  90. 

At  the  trial,  the  court  nonsuited  the  plaintiff  on  the 
ground  that  the  assignee  represented  the  Brokers,  who  were 
the  wrongdoers.  The  plaintiff  claimed  that  this  cause  of 
action  grew  out  of  the  original  purchase  of  the  stock  in  the 


*  De  Cordova  vs.  Bamum,  130  N.       » 81  N.  Y.  26. 
Y.  615. 
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first  place,  and  not  oat  of  its  wrongful  conversion  after  it 
became  a  collateral.  But  in  the  Coart  of  Appeals  this 
judgment  was  reversed  and  a  new  trial  ordered,  on  the 
ground  that  a  technical  conversion  of  the  collateral  did  not 
of  itself  work  an  extinguishment  of  the  original  claim,  and 
that  the  defendant  was  only  entitled  to  damages  actually 
sustained.  In  support  of  this  view,  Baker  vs.  Drake  ^  and 
Markham  vs.  Jaudon '  were  cited. 

The  action  was  not  based  upon  the  wrongful  sale,  but 
upon  the  debt  for  the  advance  made  by  the  Brokers  to  pur- 
chase the  stock.  The  title  of  the  stock  when  purchased 
was  in  the  defendant ;  the  advance  of  the  whole  or  a  por- 
tion of  the  purchase-money  created  the  relation  of  debtor 
and  creditor ;  and  the  stock  put  up  as  security,  together 
with  any  additional  amount  called  a  margin,  was  a  pledge 
to  secure  the  debt. 

The  defendant  was  not  bound  by  the  sale  for  want  of 
notice,  and  might  insist  upon  full  indemnity  for  his  loss  or 
injury ;  but  such  loss  was  not  necessarily  the  whole  amount 
of  the  plaintiff's  claim. 

The  court,  by  Church,  0.  J.,  upon  this  latter  point  said : 
^^  The  stock  sold  at  90.  Suppose  that  was  then  its  full 
value,  and  it  had  gone  down  to  50  and  remained  there,  it 
is  very  clear  that,  so  far  from  being  injured,  the  defendant 
would  have  been  benefited  by  the  sale.  The  defendant 
cannot  claim  a  greater  benefit  than  would  have  been  derived 
if  the  act  complained  of  had  not  been  committed.  The  de- 
fendant might  have  shown  that  the  market  value  of  the 
stock  at  the  time  of  the  sale  exceeded  the  price  for  which  it 
was  sold,  and  he  was  entitled  to  a  reasonable  time  after 

» 63  N.  Y.  211.  >  41  id.  436. 
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notice  of  the  sale  to  replace  the  stock ;  and  if  in  the  mean- 
time it  had  advanced  in  price,  the  defendant  would  have 
been  entitled  to  the  difference.  Beyond  this,  he  was  not 
legally  injured." 

And  these  propositions  were  again  confirmed  by  the 
New  York  Court  of  Appeals  in  Capron  vs.  Thompson.* 

But  later  the  Second  Division  of  the  Court  of  Appeals  in 
Gillett  vs.  Whiting,'  referring  to  the  language  of  the  lower 
Appellate  Court,  that  the  fact  of  conversion  did  not  go  to 
the  whole  damages  asked  by  the  Broker  but  entitled  the 
Client  to  a  reduction  of  the  Broker^s  demand  by  the  amount 
proven  to  have  been  suffered  by  the  conversion,  and  that 
no  such  amount  was  proven,^  said  "  We  do  not  under- 
stand this  to  be  the  law.  This  action  was  based  upon  the 
performance  of  the  agreement  by  the  plaintiffs,  in  which 
they  undertook  to  carry  for  the  defendant  the  stock  pur- 
chased, and  if,  instead  of  performing  the  contract  on  their 
part,  they  converted  the  stock  to  their  own  use,  they  had  no 
ground  of  complaint  or  cause  of  action  against  the  defend- 
ant." There  was  no  mention  in  the  briefs  of  counsel  or 
in  the  opinion  of  the  court,  of  the  cases  of  Gruman  vs. 
Smith  and  Capron  vs.  Thompson,  and  the  court  assumed 
that  the  only  basis  for  the  decision  of  the  General  Term 
was  the  case  of  Baker  vs.  Drake,  which  was  held  to  be  dis- 
tinguishable. This  view  was  then  followed  by  the  Gen- 
eral Term  of  the  Supreme  Court  in  Minor  vs.  Beveridge,^ 
but  when  these  two  cases  came  again  to  the  Court  of  Ap- 
peals,"  the  court  re<leclared  the  doctrine  of  Gruman  vs. 


»86N.  Y.  418.  *67Hun,  1. 

>  120  N.  Y.  402.  •  GiUett  vs.  Whiting,  141 N.  Y.  71; 

•  23  J.  &  S.  187, 188.  Minor  vs.  Beveridge,  141  N.  Y.  399. 
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Smith  and  Capron  vs.  Thompson  and  said  that  the  remarks 
on  the  first  appeal  in  Gillett  vs.  Whiting  were  obiter  and 
not  necessary  to  the  decision  of  that  appeal. 

Bartlett,  J.,  said,  in  the  second  appeal  in  Minor  vs. 
Bevwidge :  '^  We  think  the  trial  Judge  should  have  sub- 
mitted these  questions  (viz.,  whether  the  Client  sustained 
loss  on  the  sale,  and  as  to  whether  he  could  have  replaced 
the  stocks  sold  within  a  reasonal>le  time)  to  the  jury  under 
the  settled  law  of  this  court  that  even  where  a  Stock-broker 
sells  without  due  notice  stock  purchased  by  him  for  a  cus- 
tomer, on  a  margin,  and  held  in  pledge  to  secure  the  advance 
made  by  him  for  the  purchase,  he  does  not  thereby,  as 
matter  of  law,  extingaish  his  claim  against  the  customer  for 
the  advance,  but  the  customer  is  entitled  to  be  allowed  as 
damages  the  difference  between  the  price  for  which  the 
stock  sold  and  for  which  he  received  credit,  and  its 
market  price  then,  or  within  such  reasonable  time  after 
notice  of  sale,  as  would  have  enabled  him  to  replace 
the  stock  in  case  the  market  price  exceeded  the  price 
realized."^ 

In  certain  other  jurisdictions,  however,  the  doctrine  stated 
in  Gillett  vs.  Whiting,  supra,  is  in  effect  adopted.  These 
cases  are  referred  to  in  note.' 

So  when  Stock-brokers  are  sued  for  illegally  converting 


See  also  Quinlan  vs.  Raymond,  N.  be  recovered   under  the  common 

Y.  Daily  Reg.  July  29,  1886;  aff'd  3  counts  in  assumpsit.   Ellis  vs.  Pond, 

N.  Y.  St.  Rep.  573.  1  Q.  B.  D.  (1898)  426.     In  this  lat- 

*  141  N.  Y.  at  403.  ter  case,  however,  there  was  a  dis- 

'  Bail  vs.  Clark,  28  Fed.  Rep.  179;  senting   opinion   and   the   case   is 

Denton  vs.  Jackson,  106  111.  433,  elaborately    considered    and   criti- 

437;  Larminie  vs.  Garley,  114  HI.  cised  in  an  article  in  23  L.  M.  and 

196,  in  which  case  it  was  also  held  Rev.  p.  355.     See  also  Laoey  vs. 

that  the  margins  deposited  might  Hill,  Scrim.  CI.  L.  R.  8  Ch.  921. 
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plaintiff's  stocks,  they  may  interpose  a  counterclaim  for  the 
deficiency  on  such  sale.^ 

But  the  Broker  has  no  right  to  recover  indemnity  for  acts 
beyond  the  scope  of  his  authority.'  This  proposition  is  well 
illustrated  in  the  case  of  Bowlby  vs.  Bell.'  In  that  case  a 
Broker  was  employed  to  sell  shares,  and  made  a  bargain  on 
the  Stock  Exchange  for  the  purpose.  The  scrip  having 
been  sent  to  the  comp^y's  office  for  registration,  the 
Broker  failed  to  deliver  registered  shares,  and,  after  notice 
from  his  Client  not  to  do  so,  paid  the  difference  due  on  a 
^^  buying  in  "  of  other  shares  at  an  advanced  price  against 
him.  He  claimed  to  recoup  the  same  as  money  paid  to  the 
Client's  use.  The  price  of  the  shares  had  not  been  paid  to 
the  latter,  and  no  transfer  had  been  tendered  by  the  pur- 
chaser; and  the  court  was  of  the  opinion  that,  as  the 
Broker  of  the  purchaser  had  made  no  such  tender,  he  was 
not  in  a  position  to  take  any  steps  against  the  Broker  of  the 
vendor ;  and,  therefore,  the  difference  paid  by  the  latter 
was  paid  in  his  own  wrong,  and  could  not  be  recovered 
from  his  principal.  In  this  case  it  appeared  that  the  contract 
made  by  the  selling  Broker  was  for  the  sale  of  registered 
shares.  Upon  this  point  the  court  said  :  "  If  the  contract 
was  for  unregistered  shares,  it  may  be  collected  from  the 
correspondence  that  the  defendant  did  not  authorize  the 
plaintiff  to  make  such  a  contract ;  and  if  he  did  make  it, 
and  thereby  incurred  a  liability  to  have  shares  bought  in 


^  Wicks  vs.  Hatch,  62  id.  535.  446.    See    also    cases    heretofore 

To  same  effect,  Work  vs.  Bennett,  cited  under  this  head. 

70  Pa.  St.  484.  *  3  C.  B.  284,  decided  on  the  au- 

'  As  to  when  a  Broker  is  within  his  thority  of  Stephens  vs.  De  Medina, 

authority  if  he  acts  in  good  faith,  4  Q.  B.  422. 
see  Matthews  vs.  Fuller,  123  Mass. 
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against  him,  he  cannot  charge  the  defendant  with  the  loss 
sustained." 

A  similar  result  was  reached  in  Fletcher  vs.  Marshall,' 
where  the  plaintiff  employed  the  defendants  as  Brokers  to 
hny  shares  for  him  to  be  delivered  within  a  ^^  reasonable 
time ; "  and  the  defendants  made  a  bargain  for  the  next 
^  settling-day  with  H.,  who  did  not  then  deliver,  yet  they 
paid  the  purchase-money ;  and  it  was  held  by  the  Court  of 
Exchequer  that  the  words  ^^  reasonable  time  "  were  rightly 
interpreted  by  the  usages  of  the  Stock  Exchange,  and  that 
on  non-delivery  of  the  shares  on  the  settling-day  the  de- 
fendants ought  not  to  have  paid  the  money,  and  that  an 
action  would  lie  against  them  by  the  plaintiff  to  recover 
it 

So  authority  to  a  Broker  to  invest  a  sum  of  money 
deposited  with  him  for  the  purpose,  in  certain  stocks,  does 
not  authorize  a  larger  investment,  and  the  Client  may  recover 
the  value  of  the  stock  ordered,  in  an  action  on  an  account.' 
Nor  can  the  Broker  recover  whei^e  the  loss  is  caused  by  bis 
own  default.*  But  he  cannot  be  deprived  of  his  indemnity 
for  commissions  and  expenses  on  the  ground  that  he  has 
not  avoided  a  contract  which  was  not  in  strict  conformity 
with  the  statute  of  frauds,  in  the  absence  of  any  instructions 
of  his  principal  not  to  comply  therewith.* 

'  15  M.  &  W.  755;  consult  also,  in  As  to  when  it  is  error  to  direct  a 

this  connection,  Stewart  vs.  Cauty,  money  verdict  for  a  Client  for  an 

8  M.  &  W.  160.  amount  admitted  by  the  Brokers  to 

'  Bradfield  vs.  Patterson,  106  Ala.  be  due,  when  it  appears  that  the 

997.  husband  of   the   Client    advanced 

'Duncan  vs.  Hill,  L.  R.  8  Ex.  more  than  the  amount  due,  upon 

242,  unless  the  Client  elects  to  be-  his    wife's    account,    conditionally 

come  bound  therefor  by  ratification,  upon  the  latter's  account  being  lia- 

Hartas  vs.  Ribbons,  22  Q.  B.  D.  254.  ble  to  indemnify  the  husband's  ao- 

^Bibb  vs.  Allen,  149  U.  S.  481.  count  for  the  amount  so  advanced, 
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As  the  object  of  carrying  stock  on  a  margin  is  to  enable 
the  customer  to  realize  a  profit  if  there  is  an  advance,  or  to 
permit  the  Broker  to  close  the  transaction  if  there  is  a 
depreciation  exhausting  the  margin,  and  the  customer  does 
not  respond  to  a  call  for  further  margins,  the  Client  need 
not  pay  a  balance  due  in  the  transaction  until  a  request  for 
payment  has  been  made^  and  the  statute  of  limitations  ac- 
cordingly does  not  run  till  such  demand  by  the  Broker.' 
And  a  Broker  must  not  incur  any  expense  on  the  principal's 
behalf  which  the  Broker  can  avoid.  Accordingly,  where — 
acting  on  the  supposed  instructions  of  his  principal,  who 
wished  to  repudiate  a  contract  for  the  purchase  of  shares — 
a  Broker  defended  an  action  which  was  virtually  without 
legal  merit,  and  sued  his  principal  for  the  price  of  the 
shares  and  costs  of  the  former  action,  the  price  having 
been  paid  into  court,  the  trial  justice  directed  a  non-suit.* 

A  principal  in  a  stock  transaction  cannot  avoid  his  liabil- 
ity to  his  Brokers  for  a  loss  by  setting  up  the  guaranty  of  a 
third  party.  In  Lee  vs.  Oargulio  *  the  plaintiff,  it  appeared, 
had  certain  stock  transactions  in  which  defendants  acted  as 
his  Brokers,  in  which  there  was  a  loss.  He  sought  to  avoid 
this  loss  by  introducing  a  guaranty  signed  by  one  F.,  which 
was  enclosed  in  a  letter  to  defendants.  The  letter  began, 
"  Yours,  notifying  me  of  acceptance  of  my  offer  by  customer 
at  35,  at  hand.  I  accept  his  conditions  as  set  forth  in  your 
letter,  and  enclose  guaranty,  etc."  The  guaranty  enclosed 
was  in  these  words :  ^^  For  and  in  consideration  of  one  half 


see  Boody  vb.  Pratt,  45  Ail.  Rep.  '  Clegg  vs.  Townsend,  16  L.  T. 

508.  180. 

»  Kennedy  vb.  Budd,  5  App.  Div.  *  45  N.  Y.  Super.  Ct.  (13  J.  A  S.) 

140.  505. 

»Id. 
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the  profit  on  800  shares,  etc.,  I  hereby  guarantee  the  holder 
of  said  800  shares  against  all  or  any  loss  whatsoever ;  and 
further  agree,  in  case  of  decline  of  said  stock  below  35,  to 
deposit  margin,  if  called  on  to  do  so,  to  cover  all  or  any 
decline  as  faat  as  it  may  be  made  in  said  stock.  Orders  to 
sell  and  repurchase  said  800  shares,  or  any  part  thereof, 
to  be  given  exclusively  by  me,  the  undersigned,  for  a  period 
of  sixty  days  from  the  date  hereof."  Held,  that  by  accept- 
ing the  guaranty  the  Broker  did  not  discharge  the  principal, 
and  that  it  was  not  inconsistent  with  the  original  agree- 
ment. 

Where  a  promise  that  a  guarantor  will  become  liable,  is 
part  of  the  inducement  on  which  the  Broker  acts,  there  is 
sufficient  consideration  for  the  subsequently  signed  contract 
of  the  surety.^ 

But  in  an  action  against  a  surety  who  has  agreed  in  writing 
to  indemnify  a  Stock-broker  against  losses  in  any  stock  specu- 
lations which  the  Broker  might  make  for  his  Client,  the  ac- 
counts rendered  to  the  latter  by  the  Broker,  which  showed 
a  loss,  and  were  admitted  to  be  correct  by  the  Client,  are 
not  admissible  against  the  surety.  In  such  a  case,  the  party 
holding  the  indemnity  claiming  loss  against  his  indemnitor 
must  prove  it  by  evidence  competent  against  him.  He  cannot 
prove  it  by  the  mere  admissions  or  statements  of  the  prin- 
cipal, however  formally  made.  The  admissions  of  the  Client 
are  no  part  of  the  res  gegtcB  so  as  to  be  binding  upon  the 
surety.* 

*  Oppenheim  vs.  Waterbury,  86  stocks  for  a  certtun  time  or  until  a 

Hun,   122;  33  N.  Y.  Supp.   183;  certain  price  is  reached,  he  may 

Brandt  on  Suretyship,  2d  ed.  {17.  recover  upon  it  at  its  maturity  and 

'  Hatch  vs.  Elkins,  65  N.  Y.  489.  hold  the  proceeds  against  loss  on 

If  a  note  is  given  to  secure  the  the  closing  of  the  transaction,  and 

Broker  against   loss   on   carrying  this  irrespective  of  whether  he  had 
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A  guaranty  against  loss  on  the  purchase  of  certain  shares 
is  not  a  continuous  guaranty  against  loss  on  subsequent 
transactions  in  buying  and  selling  shares  of  the  same  stock 
where  they  are  so  intermingled  that  it  is  impossible  to  say 
whether  or  not  there  was  a  loss  on  the  shares  originally 
purchased.^ 

A  Broker  also  is  not  entitled  to  indemnity  for  losses  on 
transactions  for  a  corporation  acting  vU/ra  vires.  This 
conclusion  was  reached  in  re  London,  Hamburg,  and  Con- 
tinental Exchange  Bank — Zulueta's  Claim.^  That  case  arose 
in  the  winding-up  of  a  banking  company.  It  appeared 
that  the  directors  of  the  bank  had  given  orders  to  their  Bro- 
ker to  buy  for  the  bank  a  large  number  of  their  own  shares 
for  the  purpose  of  keeping  up  the  price.  Although  the 
order  was  vUra  vires,  it  was  executed  by  the  Broker  in  due 
course,  some  of  the  shares  being  taken  and  paid  for  by  the 
directors  and  their  friends,  and  the  balance  was  transferred 
to  a  trustee  for  the  company;  and  the  Broker's  account 
with  the  bank  was  credited  with  the  price.  The  question 
was  whether  the  Broker  was  at  liberty  to  prove  for  this 
amount  in  the  winding-up  of  the  company.  Lord  Bomilly, 
the  Master  of  the  Bolls,  held  the  proof  should  be  admit- 
ted, on  the  ground  that  it  was  not  the  duty  or  business  of 
the  Broker  to  decide  whether  the  directors  were  or  were  not 
exceeding  their  powers;  and  as  the  transaction  was  con- 
cluded, and  the  Broker's  account  with  the  bank  credited 
with  the  price  of  the  shares — which,  in  the  opinion  of  the 
Master  of  the  Rolls,  was  equivalent  to  the  payment  of  money 
— the  only  remedy  of  the  shareholders  should  be  to  require 

suffered  loss  at  the  time  of  suing  on       ^  Strong  vs.  Lyon,  S3  N.  Y.  172. 
the  note.     Hertzfield  vs.  Aaron,  17       '  L.  R.  9  £q.  270. 
W.  D.  309. 
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the  directors  personally  to  refund  it.  But  this  decision  was 
reversed  on  appeal/  and  the  transaction  held  to  be  wholly 
void  ;  and  the  Broker  was  held  bound  to  know  that  the 
directors  were  acting  vltra  vires — the  court  intimating  that 
even  if  the  money  had  been  actually  paid  over  to  the  Broker 
by  the  directors,  he  would  have  been  liable  to  refund  it.' 
But  where  an  application  was  made  by  Stock-brokers  to  be 
declared  creditors  of  a  company,  and  it  appeared  that  the 
manager  and  certain  directors,  having  associated  themselves 
together  in  a  body,  called  a  ^^  syndicate,"  for  dealing  in  shares 
of  the  company,  employed  the  applicants  to  borrow  money  for 
them  on  the  security  of  shares  of  the  company,  which  the  ap- 
plicants effected  by  lending  shares  on  several  occasions  to  deal- 
ers on  the  Stock  Exchange,  who  advanced  the  market  value 
of  the  shares  until  a  subsequent  account-day.  In  the  in- 
terim a  call  was  made  on  820  shares  thus  lent  by  the 
claimants,  which  they  paid ;  and  the  value  of  the  shares 
falling,  and  their  principals  not  giving  them  instructions 
to  renew,  the  applicants  at  the  end  of  the  period  sold  the 
shares  at  a  loss,  and  repaid  the  lenders  of  the  cash.  The 
balance  of  sums  due  the  applicants  on  these  accoimts  was 
the  sum  claimed.  One  of  the  ^^  syndicate  "  was  a  brother  of 
the  applicant  B;  but  the  applicants  deposed  that  they 
had  no  knowledge  of  the  existence  of  this  body,  and  be- 
lieved throughout  that  they  were  dealing  with  property  of 
the  company  by  the  direction  of  its  authorized  agents.  It 
was  objected  that  the  claim  was  illegal,  upon  the  ground 
that  the  applicants  knew  that  these  transactions  were  effected 
without  the  knowledge  of  the  shareholders  ;  and,  if  not, 


'  S.  c,  rev'd  L.  R.  6  Ct.  App.       '  See  also,  in  this  connection,  Jo- 
i44.  sephs  vs.  Pebrer,  3  B.  &  C.  639. 
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the  transactions  were  beside  the  company's  powers :  they 
must  show  that  they  held  these  shares  as  a  security  ;  and,  if 
they  did,  that  they  have  a  right  to  be  indemnified.  But  the 
vice-chancellor  said  the  applicants  had  dealt  with  ostensible 
managers  of  the  company  in  a  regular  way.  If  the  articles 
had  strictly  forbidden  the  raising  of  money  on  behalf  of  the 
company  by  this  means,  there  might  have  been  a  question 
as  to  whether  the  Brokers  were  not  bound  to  take  notice  of 
such  a  provision  ;  but,  in  fact,  there  was  no  such  prohibition. 
No  question  as  to  the  bona  Jides  of  the  transaction  could 
arise ;  for  it  seemed  that  these  transactions  were  examined 
by  the  directors  from  day  to  day.  The  question  resolved 
itself  simply  into  one  of  indemnity,  and  the  rule  that  it  is 
the  duty  of  principals  to  indenmify  their  agents  must  pre- 
vail The  mortgage  might  have  been  effected  by  some  other 
means  than  by  the  loan  of  shares  and  then  no  question  as 
to  the  right  to  be  repaid  could  have  been  raised.  The  claim 
was  accordingly  allowed.^ 

So,  too,  where  a  savings-bank,  having  taken  certain 
shares  of  stock  to  secure  a  loan,  resolved  that  it  should  be 
sold  by  the  president  for  the  best  interest  of  the  bank. 
The  president  sold  a  part  of  the  stock,  and  directed  the 
plaintiff,  a  Stock-broker,  to  sell  the  remainder  at  a  price 
named  at  the  New  York  Stock  Exchange ;  which  he  did, 
and  so  advised  the  president,  whereupon  the  latter  in- 
formed him  that  be  had  himself  previously  sold  the  stock. 
Plaintiff,  being  unable  to  deliver  the  stock  to  the  Broker  to 


^  In  re  Imperial  Mercantile  Credit  and  to  repay  plaintiffs  for  calls  on 

AsBoc.,  2  Week.  Notes  (1867),  131.  the   shares  (Robins  vs.  Edwards, 

A  bill  lies  by  Stock-brokers  to  com-  id.    197).      First    Nat.    Bank    vs. 

pel  the  defendant  to  accept  the  Hoch,  20  Alb.  L.  J.  215;  Pa.  St. 

transfer  of  shares,  bought  for  him,  May,  1879. 
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whom  he  had  sold  it,  was  compelled  to  pay  the  pmx^haser 
differences.  In  an  action  against  the  receiver  of  the  bank 
to  recover  the  amount  so  paid — ^held,  that  the  bank  was 
liable  to  the  plaintiff  for  tbe  damage  occasioned  by  the  act 
of  its  president ;  and  that  the  liability  of  the  bank  was 
not  affected  by  the  fact  that  it  was  forbidden  by  statate 
to  loan  money  upon  personal  security,  such  a  transaction 
being  not  void  but  merely  voidable  by  the  boiTOwer.* 

(c.)  Disposition  of  Stock  when  Purchased  ;  Safely  Keeping  same  ; 
Liability  to  Keep  Identical  Stock  Purehasedy  etc. 

After  the  stock  has  been  purchased  and  paid  for  by  the 
Broker,  several  questions  arise  respecting  the  care  and  dis- 
position thereof. 

With  respect  to  the  care  which  the  Broker  should  exercise 
in  keeping  the  securities  of  his  Clients,  it  seems  to  be  settled 
that  if  the  securities  be  stolen  from  or  lost  by  the  Broker 
he  is  not  liable  unless  the  theft  or  loss  arose  from  or  was 
connected  with  a  want  of  ordinary  diligence  or  care  on  his 
part.' 

In  the  case  of  Abbett  vs.  Frederick '  it  was  held  that  a 
pawn-broker,  where  his  place  of  business  was  broken  into 
and  articles  pledged  taken  therefrom,  was  not  liable  if  he 
exercised  ordinary  diligence.  The  court  said  :  "  The  rule 
laid  down  in  the  case  of  Arent  vs.  Squires,^  that  in  cases  of 

*S]stare  vs.  Best,  16  Hun,  611;  Bank,  58  Me.  275;   Dearborn   vs. 

aflF'd  88  N.  Y.  527.  Union  Nat.  Bank,  58  id.  273;  61  id. 

'  2  Pare,  on  (Dont.  8th  ed.  vol.  2,  369. 

p.  117  (bottom  paging),  and  cases  'Supra.   To  same  effect,   Laing 

cited;  1  Inst.  89  a;  4  Rep,  83  b;  Ab-  vs.  Blumauer,  1  City  Court  (N.  Y.), 

bett  vs.  Frederick,  56  How.  (N.  Y.)  238. 

Pr.  68;  Third  Nat.  Bank  vs.  Boyd,  *  1  Daly,  347. 
44  Md.  47;  Jenkins  vs.  Nat.  ViUage 

16 
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pawn  or  pledge  all  that  has  ever  been  required  ednoe  tiie 
days  of  Bracton,  by  the  common-law^y  on  the  part  of  the 
pawnee,  has  been  that  which  is  required  of  warehousemen, 
the  exercise  of  ordinary  diligence,  is  the  law  which  must 
govern  this  case."  So  where  a  bank  receives  stocks  or  bonds 
as  collateral  security  for  the  repayment  of  a  loan,  it  is  not 
liable  for  their  loss  unkss  there  has  been  an  absence  of  proper 
and  sufficient  care  on  its  part,  and  this  is  a  question  for  the 
jury.* 

Lord  Holt  quotes  Bracton  to  the  effect  that,  if  a  creditor 
takes  a  pawn,  he  is  bound  to  restore  it  upon  payment  of  the 
debt ;  but  if  the  pledge  be  lost  while  in  the  possession  of  the 
pledgee,  and  the  latter  has  used  due  diligence,  he  will  be  in- 
demnified notwithstanding  the  loss,  and  he  may  resort  to  the 
pledgor  for  the  debt.'  But  in  the  case  of  Cutting  vs.  Marlor  ■ 
it  was  held  that  a  corporation  is  liable  for  stocks  and  bonds 
deposited  with  it  as  collateral  security  for  a  loan'  which  have 
been  abstracted  and  misappropriated  by  one  of  its  officers 
who  was  permitted  to  have  unrestrained  control  of  the 
affairs  and  assets  of  the  corporation,  and  where  the  trustees 

^  Tlurd   Nat.   Bank    vs.    Boyd,  the  safety  of  securitiee  transferable 

supra.  by  delivery,  and  as  to  shares  which 

'  Bracton,  99  b;  see  also  Schouler  a  company  requires  to  be  registered 
on  Baiim.  3d  ed.  |  204  et  seq.,  and  in  a  single  name,  see  Consterdine 
cases  cited;  Third  Nat.  Bank  vs.  vs.  Consterdine,  31  Beav.  330.  See 
Boyd,  supra.  The  liability  of  trus-  aJso  Speight  vs.  Gaimt,  9  App.  Cas. 
tees  does  not  extend  to  cases  of  1  (in  which  a  trustee  was  held  not 
robbery  or  fraud  beyond  the  care  liable  to  his  cestui  que  trust  for 
which  a  prudent  man  would  take  misappropriation  of  the  purchase 
of  his  own  property  (Morley  vs.  Moi^  price  of  trust  securities  by  a  Stock- 
ley,  2  Ch.  Cas.  2;  Jones  vs.  Lewis,  2  broker)  and  Ma^us  vs.  Bank,  37 
Yes.  Sen.  240)  Exp.  Belchier,  Amb.  Ch.  Div.  476  (to  the  efifect  that 
218;  and  see  Bostock  vs.  Floyer,  L.  trustees  may  render  themselves 
R.  1  Eq.  26).  As  to  precautions  liable  through  negligence), 
which  trustees  of  shares  payable  to  *  8  N.  Y.  Weekly  Dig.  345;  aff'd  78 
bearer  should  take  with  regard  to  N.  Y.  454. 
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omitted  to  exercise  a  proper  ovendgbt  over  the  conduct  of 
such  ofScer.  And  this  case  is  equally  applicable  to  Stock- 
brokers  who  receive  stocks  of  their  Clients  as  collateral  or 
otherwise,  and,  through  fraud  or  negligence,  allow  them  to 
be  lost  or  misappropriated.^  This  principle  has  also  been 
extended  to  a  case  where  a  firm,  in  the  course  of  its  business, 
received  money  belonging  to  third  persons,  and  one  of  the 
partners  misapplied  it  while  it  was  in  the  custody  of 
the  firm  ;  and  it  was  held  that  the  latter  must  make  it 
good.' 

And  the  cases  just  cited  directly  hold  that  where  stocks 
or  money  are  received  or  held  by  a  firm  of  Stock-brokers 
for  its  Clients,  and  an  individual  member  converts  or  mis- 
applies the  same,  the  remaining  partners  are  liable  to  the 
Clients,  although  they  had  no  knowledge  of  the  conversion 
or  misapplication. 

Brokers,  too,  are  liable  to  a  Client,  where  their  Clerk 
converts  the  securities  purchased  and  delivers  forged  certif- 
icates to  the  Client  in  their  place,  unless  the  wrong  doing 
might  have  been  prevented  by  ordinary  care  on  the  part  of 
the  Client,  and  even  then  if,  by  the  exercise  on  the  part  by 
the  Broker  of  due  and  reasonable  care  as  to  the  duties  of  the 
clerk,  the  loss  would  not  have  occurred.^ 

^  If  a  Stock-broker  receives  a  ee-  Ribeyre  vs.  Barclay,  23  Beav.  107; 

cturity  from  the  owner  for  safe-keep-  Stone  vs.  Marsh,  6  B.  &  C.  551 ;  and 

ing,  and  without  authority  delivers  Ry.  &  Moo.  364;  see  also,  in  this 

it  to  the  corporation  by  whom  it  is  connection,    Butler  vs.   Finck,   21 

canodled,    and    a   new   certificate  Hun  (N.  Y.),  210;  Briggs  vs.  Ken- 

issued  to  another,  he  is  liable  for  nett,  N.  Y.  L.  J.  May  10,  1894;  8 

converting  the  stock.     Hubbell  vs.  Misc.  264.    As  to  liability  of  corpo- 

BUndy,  87  Mich.  209.  ration    for   act   of   its    officers  in 

*  1  Lindley  on  Part.  6th  ed.  p.  167  fraudulently    and    illegally  issuing 

et  seq.,  and  cases  cited;  I>eva3nies  stock  certificates,  see  post,  p.  739 

vs.  Noble  (Baring's  case),  1  Mer.  et  seq. 

611;  Sadler  vs.  Lee,  6  Beav.  324;  De  *  Andrews  vs.  Clark,  72  Md.  396. 
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In  a  case  in  Pennsylvania  ^  the  question  was  discussed  as 
to  the  liability  of  a  Stock-broker  for  margins  which  he  had 
placed  in  the  hands  of  a  fellow  Broker  to  cover  transactions 
of  his  Client.  The  court  laid  down  the  rule  that  where  the 
Broker  acted  in  good  faith,  and  in  accordance  with  the 
usages  of  Stock-brokers,  he  was  not  liable  for  the  loss  of  the 
margins  caused  by  the  insolvency  of  his  fellow  Broker. 
The  court  said :  "  The  law  implies  a  promise  from  Brokers, 
bankers,  or  other  agents  that  they  will  severally  exercise 
competent  skill  and  proper  care  in  the  service  they  under- 
take to  perform ;  but  it  neither  implies  nor  requires  more 
than  this."  Accordingly,  where  G.,  a  Stock-broker,  depos- 
ited a  margin  with  B.,  another  Broker,  to  cover  a  short 
sale  made  by  G.,  on  account  of  one  J.,  and  did  not  demand 
security  therefor,  but,  according  to  the  custom  of  Brokers, 
it  was  optional  with  G.  to  do  so,  he  acting  in  good  faith ; 
and  when  tlie  deposit  was  made  with  B.,  the  latter  was  in 
full  credit — held,  that  there  was  no  evidence  of  negligence 
such  as  would  make  G.  responsible  for  a  loss  occurring 
through  B.'s  insolvency.^ 

Another  question  arises  as  to  the  transfer  of  the  stock.^ 
A  Broker  is  under  no  obligation  to  have  stocks  purchased 
on  margin  transferred  into  the  name  of  his  Client.*  As  we 
have  shown,'  his  duty  is  fully  performed  if  he  at  all  times 
has  stock  in  hand  to  meet  the  demands  of  the  Client  whether 


»Gheen  vs.  Johnson,  90   Pa.  St.  *CaaweIl  vs.  Putnam,  120  N.  Y. 

38.  153;  Brewster  vs.  Van  Liew,  119  111. 

'  Wykoff  vs.  Irvine,  6  Minn.  496;  554,  563;  Harding  vs.  Field,  1  App. 

Sadler   vs.    Lee,    De   Ribeyre   vs.  Div.  391,  393;  Douglas  vs.  Carpen- 

Barclay,  supra.  ter,  45  N.  Y.  Supp.  219,  220,  and 

'As   to   liability   for  "calls"  or  cases  cited, 

"assessments"    upon    stocks,    see  *  Post,  p.  262. 
poet,  p.  265. 
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or  not  it  is  the  particular  shares  purchased  in  the  execution 
of  the  Client's  order. ^ 

It  also  follows  from  this,  and  it  is  well  settled  that  the 
Broker  is  entitled  to  have  the  stock  transferred  into  his  own 
name,  or  those  of  his  clerks,  so  that  he  may  be  able  to  se- 
cure himself  for  the  amount  of  the  advances  made  by  him. 
In  Horton  vs.  Morgan*  the  court  said :  "  As  he  [the  Broker] 
was  to  hold  the  shares  as  security  for  the  balance  of  the 
purchase-money,  which  he  had  advanced,  it  was  proper  and 
entirely  consistent  with  the  nature  of  the  transaction  that 
he  should  take  the  title  in  his  own  name ;  .  .  .  and  we  do 
not  see  anything  unlawful  in  his  transferring  it  to  his  clerks 
if  it  remained  under  his  control,  and  if  he  was  ready  when 
called  on  by  the  plaintiff  to  transfer  it  to  him  upon  the  ad- 
vance being  paid."^  Whether  the  Broker  Las  the  right  or 
authority  to  transfer  the  purchased  stock  into  his  Client's 
name,  is  a  question  which  has  not  directly  arisen.  It  would 
seem  that  he  may  do  so  if  necessary  for  his  own  protection, 
as  for  instance,  where  a  call  is  to  be  made  uix>n  stockholders 
of  record  and  his  Client's  stock  stands  in  his  name.  But 
where  one  Broker  acting  as  such,  executes  his  Client's  orders 
through  another  Broker,  there  is  no  implication  of  authority 
to  the  latter  to  transfer  the  stock  into  the  name  of  the  first 
Broker.  In  such  a  case  each  Broker  knows  that  the  other 
is  only  acting  as  a  middleman  and  without  any  intention  of 

^Harding  vs.  Field,  supra,  and  Stoddard/63Conn.  198;  21  L.  R.  A. 

see  caseB  cited,  post,  p.  252.  102;  Hubbell  vs.  Drexel,  11  Fed. 

'  19  N.  Y.  170,  followed  in  cases  Rep.  115.     The  same  rule  exists  in 

cited  in  note  4,  p.  244.  the  case  of  a  pledge,  the  law  being 

*  To  same  effect,  Genin  vs.  Isaac-  that  the  pledgee  may  transfer  the 

Bon,  6  N.  Y.  Legal  06a.  21S-216;  see  securities     into     his     own     name 

also  NoiUBC  vs.  Prime,  4  Johns.  Ch.  (Schouler  on  Bailm.  3d  ed.  182,  200; 

490;  s.  c.  7  id.  09;  Morgan's  Estate,  Tyler  on  Usury,  507). 
11  Pa.  C.  C.  Rep.  536,  540;  Skiff  vs. 
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himself  becoming  a  stockholder.  And  the  Broker  into 
whose  name  the  stock  has  so  been  transferred  cannot  be 
made  liable  by  the  corporation  or  its  creditors  for  an  unpaid 
assessment  upon  such  stock.' 

There  is  an  intimation  in  Horton  vs.  Morgan  that  when 
the  purchase  price  of  the  stock  is  fully  paid  by  the  Client 
and  the  certificates  are  to  be  delivered  to  him,  it  is  the  duty 
of  the  Broker  to  have  same  transferred  into  the  Client's 
name,  but  even  in  such  a  case  the  Broker  is  not  bound  to 
procure  a  transfer  of  the  stock  for  the  principal,  where  the 
office  of  the  company  is  removed  from  the  city  where  the 
Broker  lives  and  the  company  is  insolvent.^ 

As  between  Brokers,  fellow-members  of  the  New  York 
Stock  Exchange,  the  rules  formerly  provided  that,  ^^  in  the  de- 
livery of  stock  the  Receiver  shall  have  the  option  of  re- 
ceiving said  stock  by  certificate  and  power  irrevocable,  in 
the  name  of,  witnessed  or  guaranteed  by,  a  member  of  the 
Exchange,  or  a  firm  represented  at  the  Exchange,  resi- 
dent, or  doing  business  in  New  York,  or  by  transfer  thereof ; 
but  in  all  cases  where  personal  liability  attaches  to  owner- 
ship, the  seller  shall  have  the  right  to  deliver  stock  by 
transfer."  The  purpose  of  the  first  part  of  this  rule  was  to 
give  to  the  "  Eeceiver  "  or  purchaser  the  security  of  the  en- 
dorsement or  guarantee  of  a  member  of  the  Exchange,  the 
selling  Broker  becoming  a  surety  for  the  genuineness  of  the 
signature.  The  last  part  of  the  rule  giving  the  seller  the 
right  to  deliver  stock  by  transfer  in  the  case  stated,  simply 
expresses  a  rule  of  law.    "Webster  vs.  Upton,  svpra? 

*  Glenn  vs.  Garth,  133  N.  Y.  18.  S.  65;  cf.  Glenn  vs.  Garth,  supra, 

There  is,  however,  implied  author-  at  p.  39. 

ity  in  the  vendor  of  stocks  to  trans-  '  Horton  vs.  Morgan,  supra, 

fer  the  same  into  the  name  of  his  '  The  rule  as    amended  merely 

vendee.    Webster  vs.  Upton,  91  U.  gives  the  receiver  the  option  of  re- 
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The  qaestioii  as  to  bow  far  the  pledgor's  right  to  vote  the 
stock  is  afifected  by  Hie  hypothecation,  and  by  the  Broker's 
right  to  transfer  it  tohisown  name,  wiUnow  be  eoBsidiMred. 
By  the  Bevised  Statutes  of  New  Tork  (1  Rev.  Btat.  5»6, 
ch.  18,  §  37),  it  was  provided  that  the  pledgor  of  stodc  in 
moneyed  corporations  (i  e.  banlmig  or  insaranoe  corpora- 
tions, §  51),  created  after  January  1, 1888,  could  not  voto  upon 
the  stock,  bat  this  chapter  was  repeated  by  the  Repealing 
Act  of  1862,  and  the  General  Corporation  Law.  As  to  all 
other  corporations,  except  libraries  and  religions  societies,  it 
was  provided  by  1  Rev.  Stat  603-4,  §§  6, 8,  that  the  transfer 
books  should  be  conclnsive  upon  the  inspectors  of  election, 
but  section  5  conferred  upon  the  Siqirenie  Coart  samtnary 
powers  to  review  and,  in  a  proper  case,  to  set  aside  an  elec- 
tion. In  an  application  under  this  section  ^  it  was  held  that 
while  the  stock  remained  in  the  pledgor's  name,  he  was 
entitled  to  vote  the  stock,  and  this  decision  was  followed  in 
Matter  of  Barker,'  in  which  case  it  was  also  held  that, 
although  the  corporation  was  an  insaranoe  company, 
§  37,  of  oh.  18  of  the  Rev.  Stats.,  wpra,  had  no  apfdica- 
tion,  as  the  corporation  was  created  prior  to  January  1, 
1828. 

cdving  certificates,  or  a  transfer.  Langston,  7  M.  db  W.  517;  London 

Art.  XXV.  sec.  2,  Const.  N.  Y.  Stock  Founders'  Assn.  vs.  Clarke,  L.  R.  20 

Exdiange.     Ordinarily  the  selling  Q.B.D.576.    Whether  he  would  be 

Broker  is  under  no  duty  to  the  oppo-  liable  to  his  own  Client  for  any  call 

Ate  Broker  or  principal  to  procure  which  such  Client  would  have  to  pay 

FB^stration  or  transfer  of  stodc  on  by  reason  of  the  Broker's  failure  to 

books  of  company,  nor  does  the  sale  transfer  the  stock  into  the  name  of 

by  him  import  an  undertaking  that  the  vendee,  was  suggested  but  not 

the  company  will  make  the  transfer,  decided  in  Neilson  vs.  James,  9  L. 

where  it  has  a  discretion  in  the  mat-  R.  Q.  B.  D.  546. 

ter.    See  Stray  vs.  Russell,  1  El.  A  ^  Bx  partto  WiUoocks,  7  Cow.  402, 

E.888;  917;  Taylor  vs.  Stray,  2  C.B.  411. 

(n.  8.)  175,  aff'd  id.  197;  Humble  vs.  >  6  Wend.  509. 
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In  Matter  of  Cecil  ^  it  was  held  that  inspectors  of  election 
had  no  power  in  the  case  of  a  non-moneyed  corporation  when 
a  stockholder  was  voting  personally  or  by  proxy,  to  require 
an  affidavit  that  thiB  stock  was  not  pledged,  as  a  proceeding 
under  §  5  af  1  Rev.  Stats.  603-4,  supra^  could  not  be  had 
under  tbeact  in  relation  to  moneyed  corporations,  but  it  was 
within  §  5,  9%cpra^  which  applied  to  all  other  corporations, 
except  libraries  and  religious  corporations.  This  decision 
did  not  refer  to  the  Greneral  Manufacturing  Act  of  1848, 
ch.  40,  §  17,  of  which  provided  that  the  pledgor  had  the  right 
to  vote  upon  the  stock,  notwithstanding  the  pledge.  It  was 
held  in  Strong  vs.  Smith  ^  that,  as  to  a  corporation  organized 
under  that  act,  the  Supreme  Court  had  power  under  §§  5 
and  6,  aupra^  to  go  behind  the  transfer  books  of  the  com- 
pany, and  determine  whether  a  transfer  on  the  books  was  a 
sale  or  pledge,  and  in  the  latter  case  to  enable  the  pledgor 
to  vote,  although  th6  name  of  the  pledgee  appeared  on  the 
books. 

The  equitable  powers  of  the  Supreme  Court  have  been 
also-  invoked  to  restrain,  by  injunction,  the  pledgee  from 
voting  the  stock  when  it  has  been  transferred  to  his  name,^ 
but  the  pledgor  must  show  that  his  rights  will  be  prejudiced.* 

The  provisions  of  the  Revised  Statutes  referred  to  (1 
Rev.  Stats.  603,  §§  6,  6,  8)  and  the  Act  of  1848,  were  re- 
pealed by  the  General  Corporation  Law  (L.  1890,  ch.  568) 
and  have  been  re-enacted,  in  amended  form,  in  the  latter 
law  (as  amended  by  L.  1901,  ch.  355,  §§  20-7).'    The  effect 


» 36  How.  Pr.  477.  ^  S.  c.  90  N.  Y.  58. 

'  15  Hun,  222.  *  See  Gumming  &  Gilbert's  Gen. 

•McHenry   vs.    Jewett,    N.    Y.   Laws,  title  "Ck)rporations." 
Daily  Reg.  October  19,  1881;  aff'd 
26  Hun,  453. 
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of  §  20  of  the  General  Corporation  Law  seems  to  be,  that 
only  the  holder  of  record  is  entitled  to  vote,  but  if  the  stock 
has  been  pledged,  the  pledgor  may  demand  from  the  pledg- 
ee a  proxy  to  vote  upon  the  stock  upon  payment  of  the 
necessary  expenses  thereof.  It  would  seem,  therefore,  that 
in  the  State  of  New  York,  the  pledgor  may  vote  the  stock 

« 

whilst  it  remains  in  his  name,  but  the  Stock-broker  may,  if 
he  has  transferred  the  stock  to  himself,  vote  upon  the  stock, 
subject  to  the  summary  power  of  the  Supreme  Court  (under 
§  27),  and  to  the  general  equitable  powers  of  that  court  to 
set  aside  the  election,  and  also  to  the  right  of  the  pledgor 
to  demand  a  proxy. 

In  Massachusetts  it  is  provided  by  statute  that  a  certificate 
of  stock  issued  as  a  pledge  shall  state  that  fact  in  the  body 
of  the  certificate,  and  it  has  been  held  that  in  such  case  the 
pledgor  may  vote  upon  the  stock,  but  in  other  cases  the  cor- 
poration need  not  accept  the  vote  of  the  pledgor,  although 
the  pledgee  may  be  compelled  in  equity  to  give  a  proxy .^ 

The  statutes  of  some  of  the  States  provide  that  the  pledgor 
may  vote  his  stock.^  And  it  may  be  stated  as  a  general 
proposition  that  equity  will  intervene  to  protect  the  right 
of  the  pledgor.' 


^  WeQtworth  Co.  vs.  French,  176  the  books  of  the  corporation,  until 

Mass.  442.  the  pledgor's  rights  shall  have  been 

'See  as  to  Colorado,  National  foreclosed  by  a  sale,  etc.,  the 
Bank  of  Commerce  vs.  Allen,  90  pledgor  and  not  the  pledgee  is  en- 
Fed.  Rep.  545;  Miller  vs.  Murray,  17  titled  to  vote  on  the  stock  in  the 
Cd.  408.  As  to  Rhode  Island,  see  absence  of  a  statute  providing 
Sayles  vs.  Brown,  40  Fed.  Rep.  8.  otherwise.     State  ex  rel.  Reed  vs. 

•  VHiere  shares  of  stock  are  Smith,  15  Ore.  98;  15  Pac.  Rep.  386; 
pledged  as  collateral,  the  pledgee  36  Alb.  L.  J.  486.  See  also  Mo- 
reserving  the  right  to  sell  in  case  of  Henry  vs.  Jewett,  N.  Y.  Daily  Reg. 
default,  and  the  pledgee  causes  a  Oct.  19,  1881;  aff'd  26  Hun,  453; 
transfer  to  himself  to  be  recorded  on  s.  c.  90  N.  Y.  58. 
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ADother  important  question  should  be  alluded  to  in  this 
connection,  viz.,  as  to  the  use  which  the  Broker  may  make 
ot  securities  held  by  him  on  margin. 

Although  in  law  these  securities  are  regarded  as  the 
Client's,  the  Broker's  money  has  paid  for  them.  Can  the 
latter,  therefore,  use  the  same  in  his  business?  Can  he 
hypothecate  them  ?  Both  reason  and  the  precedents  herein- 
after alluded  to  seem  to  require  these  questions  to  be 
answered  affirmatively.  In  the  case  of  an  ordinary  pledge 
of  personal  property,  the  general  rule  seems  to  be,  that  the 

It  is  undisputed,  as  said  by  Judge  plied  with  or  the  proxies  will  be  a 
Barrett  in  McHenry  vs.  Jewett,  nullity;  and  in  Harbenvs.  Phillips, 
supra,  that  the  corporation  can  48  L.  T.  Rep.  334,  they  were  hdd  to 
only  look  to  its  transfer  books  in  be  null,  because  not  "attested  by 
determining  who  is  entitled  to  vote  one  or  more  witnesses." 
(see  cases  cited  In  re  Argus  Printing  As  to  rights  of  stockholders  when 
Co.,  12  L.  R.  A.  781).  The  pledgee  the  right  to  vote  is  given  by  pledgor 
after  a  transfer  to  him  on  the  books  and  pledgee  to  third  parties,  see 
has  the  legal  right  to  vote  and  the  Shelmerdine  vs.  Walsh,  20  Phila. 
rights  of  the  pledgor  are  then  solely  Rep.  199.  If  the  pledgee,  however, 
in  equity,  and  he  may  in  a  proper  votes,  he  is  not  guilty  of  conversion, 
case  compel  the  pledgee  by  bill  in  Heath  vs.  Silverthom  Lead  Co.,  39 
equity,  to  give  him  a  proxy  or  per-  Wis.  146.  See  also  In  re  St.  Law- 
haps  such  a  transfer  of  the  stock  as  rence  Steamboat  Co.,  44  N.  J.  L. 
would  allow  him  to  vote  upon  it.  529,  540;  Allen  vs.  Hill,  IGCal.  113; 
Scholfidd  vs.  Union  Bk.,  2  Cranch  Re  Argus  Printing  Co.,  1  N.  D.  434; 
C.  C.  115;  Vowell  vs.  Thompson,  3  McDaniels  vs.  Flower  Co.,  22  Vt. 
id.-428;  Hoppin  vs.  Buffum,  9  R.  I.  274;  Ayer  vs.  Seymoiu",  5  N.  Y. 
613;  In  re  Argus  Printing  Co.,  12  L.  Supp.  650;  Spreckels  vs.  Nevada 
R.  A.  781,  citing  other  cases  to  same  Bank,  113  Cal.  272;  Schouler  on 
effect.  But  equity  will  not  inter-  Bailments,  3d  ed.  {  216;  Edwards 
fere  with  the  result  of  an  election,  on  Bailments,  3d  ed.  §  219.  But 
when  the  pledgor  has  slept  on  his  see  Com.  vs.  Dalzell,  152  Pa.  St. 
rights  for  years.  Hoppin  vs.  Buf-  217;  Hinckley  vs.  Pfister,  83  Wis. 
fum,  supra.  At  common  law  there  64.  The  pledgor  may  demand  a 
is  no  right  in  a  shareholder  to  vote  proxy  to  vote  the  stock  if  his  right 
by  proxy,  independently  of  the  con-  to  do  so  is  protected  by  special  agree- 
tract  between  the  shareholders,  and  ment.  Pennsylvania  R.  R.  Co.  tb. 
the  form  prescribed  in  the  articles  Pennsylvania  Co.,  54  Atl.  (Pa.) 
of  association  must  be  strictly  com-  783. 
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pledgee  has  the  right  to  use  the  pledged  property,  unlen 
prohibited  either  by  the  nature  of  the  thing  pledged  or  by 
agreeqpient,^  the  pledgee  accounting  to  the  pledgor  for  the 
benefits  or  profits  less  the  amount  properly  expended  in  the 
use  of  the  thing.* 

The  authorities,  however,  do  not  aU  accord  upon  this  sub- 
ject ;  but  whatever  doubt  there  may  be  in  relation  to  other 
kmds  of  personal  property,  it  seems  to  be  dear  that,  in  case 
of  stock  purchased  on  margin  by  a  Stock-broker,  the  latter 
would  have  the  right  to  use  it  in  his  business.  And  this 
follows  from  the  peculiar  nature  of  the  stock,  and  from  the 
circumstances  attending  an  ordinary  speculative  transaction 
in  the  same. 

In  the  fi  rst  place,  a  Stock-broker,  when  he  makes  a  purchase 
of  stocks  on  the  order  of  his  Client,  receives  the  same  di- 
rectly from  the  selling  Brokers  in  the  shape  of  a  certificate 
with  a  blank  assignment  and  irrevocable  power  of  attorney 
authorizing  its  transfer  on  the  books  of  the  particular  com- 
pany, and  the  stock  generally  does  not  pass  through  the 
hands  of  the  Client  at  all.  By  advancing  the  purchase- 
money  for  the  stocks,  the  law  gives  the  Broker  a  lien  for  the 
same,  and  establishes  the  relation  of  pledgor  and  pledgee. 

In  the  second  place,  the  money  which  the  Broker  ad- 
vances is  a  part  of  his  capital,  upon  which  he  relies  to  carry 
on  his  business  ;  accordingly,  he  is  compelled  to  use  the 
stocks  of  his  Client  to  borrow  money  upon,  which  he  does 
from  banks  or  capitalists,  and  he  is  thus  enabled  to  get 
back  the  whole  or  some  part  of  the  money  originally  in- 
vested, with  which  he  continues  to  transact  his  business. 


*  Schouler  on  BaOments,  3d  ed.       'Id. 
{  211 ;  Levy  vs.  Loeb,  85  N.  Y.  370. 
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If  it  were  held  that  the  Broker  was  bound  to  keep  on  hand 
the  identical  stock  purchased  for  a  Client,  and  that  he  could 
make  no  other  use  or  disposition  of  the  same,  it  is  apparent 
that  his  business  would  be  stopped,  for  no  private  fortune 
would  be  adequate  to  make  many  purchases.^ 

None  of  the  questions  which  arise  out  of  a  pledge  of  or- 
dinary personal  property,  capable  of  being  handled  and  of 
manual  delivery,  can  apply  to  a  pledge  of  stock.  The  latter 
cannot  be  handled  or  worn  or  used  ;  it  is  nothing  but  an  in- 
corporeal right,  and  the  certificate  merely  represents  the 
interest  which  the  owner  has  in  the  whole  capital — the 
right  to  share  in  the  profits  and  property  when  they  are 
divided. 

Nor  is  this  question  affected  by  the  rule  applied  in  the  case 
of  Langton  vs.  Waite,^  where  the  plaintiff  borrowed  from 
the  defendants,  who  were  Stock-brokers,  a  certain  sum  of 
money,  and  deposited  with  them  certain  railway  stock, 
which  the  defendants  subsequently  sold,  and,  repurchasing 
the  same  at  a  lower  price,  delivered  the  latter  stock  to  the 
plaintiff  upon  the  payment  of  his  loan. 

In  that  case  it  did  not  appear  that  the  defendants  kept 
on  hand  a  sufficient  or  any  quantity  of  the  stock  of  the 
kind  deposited  with  them  by  the  plaintiff ;  and  the  court, 
in  accordance  with  the  rule  laid  down  in  the  American 
cases  hereafter  referred  to,'  charged  the  defendants  with  the 
jprice  at  which  they  sold  the  same. 
I     The  doctrine  may  be  asserted  as   well  settled,  that  a 

*  See  Price  vs.  Gover,  40  Md.  115.  even  to  the  extent  that  the  securi- 

In  Skiff  vs.  Stoddard,  21  L.  R.  A.  ties  might  be  pledged  en  bloc  with 

102,  112,  it  was  held  that  although  those  of  other  customers, 

the  right  to  repledge  did  not  exist  at  '  6  L.  R.  Ek).  105. 

common  law,  it  was  sanctioned  by  '  Post,  p.  2.55. 
the  usage  of  the  Stock  Exchange 
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Broker  holding  stocks  for  his  Client  on  margin  for  specula- 
tion is  not  bound  to  keep  on  hand  the  identical  shares  pur- 
chased ;  but  he  answers  all  of  the  duties  of  hisemployment, 
by  having  ready  for  delivery  to  his  Client  shares  of  the 
same  description  and  amount.  Shares  of  stock  have  no  ear- 
mark ;  and  one  share  being  of  equal  value  with  every  other 
share  of  the  same  stock,  the  Brokers  are  not  bound  to  de-| 
Uver,  or  to  have  on  hand  for  delivery,  any  particular  shares, 
or  the  identical  shares  purchased,  for  a  Client. 

This  principle  was  first  laid  down  in  the  State  of  New  York 
in  the  year  1820  by  Chancellor  Kent,  in  the  well-known  case 
of  Nourse  vs.  Prime.^  In  that  case  the  defendants,  who  were 
Stock-brokers,  had  purchased  various  shares  of  United  States 
bank  stock  for  the  plaintiff,  and  rendered  him  an  account 
thereof,  by  which  it  appeared  that  the  latter  was  indebted  to 
defendants  in  a  large  sum  of  money,  for  which  he  gave  his 
promissory  note,  the  defendants  retainingtheshares  as  collat- 
eral security,  and  giving  therefor  to  the  plaintiff  the  following 
receipt : "  "We  acknowledge  to  hold  430  shares  of  the  stock  of 
the  United  States  Bank  as  collateral  security  for  the  payment 
of  the  said  note,  dated  the  24th  of  December  last,  for  $54,200, 
payable  on  the  10th  of  January  next,  with  interest  at  7  per 
cent,  etc. ;  on  the  payment  of  which  note  and  interest  we 
engage  to  retransfer  the  said  430  shares  to  the  said  C.  J.  ]!^. 
or  his  order,  accounting  with  him  for  the  dividends  that 
shall  become  payable  on  the  same ;  and  in  case  the  note 
and  interest  are  not  duly  paid,  we  are  at  liberty  to  make  an 
immediate  sale  of  the  said  shares,  accounting  with  him  for 
any  surplus,  and  holding  him  responsible  for  any  deficiency. 
Dated  New  York,  11th  Feb.,  1818."    Upon  a  biU  in  Chan- 

'  4  Johns.  Ch.  490,  and  7  id.  69.    v 
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ceiy  to  restrain  the  defendants  from  proceeding  with  a  suit 
at  common-law  on  the  note,  and  to  compel  defendants  to 
account  to  the  plaintiff  for  the  highest  market  price  at  which 
the  defendants  had  sold  any  United  States  Bank  stock  inter- 
mediately, the  Chancellor  held — treating  the  question  as  an 
original  one,  to  be  decided  upon  general  principles — that,  as 
the  plaintiff  dealt  with  the  defendants  in  their  character  as 
Stock-brokers,  and  the  shares  in  question  were  not  defined 
and  designated  so  as  to  be  distinguishable  from  other  shares 
in  the  same  bank,  under  the  receipt  in  question  the  defend- 
ants had  performed  their  whole  duty  in  the  premises  by 
having  on  hand  or  under  their  control  shares  to  the  amount 
in  question,  which  they  were  ready,  able,  and  willing  to 
account  to  the  plaintiff  for ;  and  that,  in  the  absence  of  ex- 
press stipulation,  they  were  not  bound  to  hold  the  identical 
shares  purchased  for  plaintiff  or  referred  to  in  the  receipt. 
This  case  again  came  before  the  court  upon  the  pleadings 
and  proof,  the  former  opinion  having  been  delivered  by  the 
Chancellor  in  dissolving  an  injunction,  and  the  opinion  pre- 
viously given  was  fully  endorsed  ;  and  it  was  expressly  de- 
cided that,  considering  the  established  usage  of  Brokers  in 
similar  cases,  there  was  an  implied  authority  from  the  plain- 
tiff to  the  defendants  to  sell  or  pledge  the  stock  to  raise 
money  to  meet  their  advances  in  respect  to  the  transaction 
with  the  plaintiff,  and  that  the  plaintiff  only  reserved  to 
himself  a  right  to  call  for  a  retransfer  to  him  of  a  similar 
number  of  shares  on  payment  of  his  note. 

The  case  of  Nourse  vs.  Prime  was  cited  by  the  Supreme 
Court  of  Pennsylvania,  in  the  year  1846,  in  Gilpin  vs. 
Howell,^  and  the  principle  there  laid  down  fully  confirmed. 

*  5  Pa.  St.  4X. 
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Again,  in  1859,  the  New  York  Court  of  appeals,  in  Horton  i 
7B.  Morgan,^  said :  ^'  The  plaintiff  had  no  interest  in  having 
his  shares  kept  separate  from  the  mass  of  the  defendant's 
stock.      One  share  was  precisely  equal  in  value  to  every 
other  share."' 

The  same  doctrine  was  laid  down  in  England  early  in  the 
reign  of  George  the  First  (1722)  by  the  Court  of  Chancery, 
in  the  case  of  Le  Croy  vs.  Eastman.^  In  that  case  plaintiff 
bought  £990  of  South  Sea  stock  of  one  Le  G. ;  but,  not  car- 
ing to  have  this  stock  in  his  own  name,  it  was,  at  his  desire, 
transferred  to  the  defendant^  from  whom  the  plaintiff  took 


» 19  N.  Y.  170.  Supp.  219;  Baker  vs.  Drake,  66  N. 

'  See  also,  confirming  the  above  Y.  522;  Gmman  vs.  Smith,  81  N. 
proposition,  Markham  vs.  Jaudon,  Y.  28;  Boylan  vs.  Huguet,  8  Nev. 
41  N.  Y.  235;  Horton  vs.  Morgan,  19  345;  Hubbell  vs.  Drexel,  11  Fed. 
N.  Y.  170;  Genin  vs.  Isaacson,  6  N.  Rep.  115;  Hajmard  vs.  Rogers,  62 
Y.  Legal  Obs.  213;  Saltus  vs.  Genin,  Cal.  348;  Skiff  vs.  Stoddard,  63 
7  Ab.  Pr.  (N.  Y.)  193;  s.  c.  3  Boew.  Conn.  198;  21  L.  R.  A.  102,  ovemil- 
250;  Stewart  vs.  Drake,  46  N.  Y.  ing  Ingraham  vs.  Taylor,  58  Conn. 
449;  Levy  \'s.  Loeb,  85  N.  Y.  365,  503;  Rothschild  vs.  Allen,  86  N.  Y. 
apid^ing  the  rule  to  government  S.  42.  See  also  Wynkoop  vs.  Seal, 
bonds;  Lawrence  vs.  liaxwell,  58  64  Pa.  St.  361 ;  Wood  vs.  Hayes,  81 
Barb.  511;6Lans.  469;53N.Y.  19;  Mass.  375;  Atkins  vs.  Gamble,  42 
Taussig  vs.  Hart,  58  N.  Y.  425;  Cal.  86;  Hawley  vs.  Brumagim,  33 
Rogers  vs.  Gould,  6  Hun  (N.  Y.),  Cal.  394;  Le  Croy  vs.  Eastman,  10 
229;  Barday  vs.  Culver,  30  Hun,  1 ;  Mod.  499;  Mocatta  \'s.  Bell,  27  L.  J. 
Thompson  vs.  Toland,  48  Cal.  100;  Ch.  237;  Berlin  vs.  Eddy,  33  Mo. 
Harston  vs.  Gould,  60  N.  Y.  220,  at  426;  Price  vs.  Cover,  40  Md.  102; 
p.  226;  Chamberlin  vs.  Greenleaf,  4  Worthington  vs.  Tormey,  34  Md. 
Ab.  New  Cas.  (N.  Y.)  178;  Capron  193.  See  also,  upon  this  head, 
vs.  Thompson,  86  N.  Y.  418;  Cas-  Clarke  vs.  Meigs,  13  Ab.  Pr.  (N.  Y.) 
weU  vs.  Putnam,  120  N.  Y.  153;  467;  22  How.  Pr.  (N.  Y.)  340,  rev'g 
Mayo  vs.  Knowiton,  134  N.  Y.  250;  12  Ab.  Pr.  267,  and  21  How.  Pr.  187; 
Smith  vs.  New  York  Stock  and  Also  Taylor  vs.  Ketchum,  5  Robert- 
Produce  Clearing  House,  25  N.  Y.  son  (N.  Y.),  507;  s.  c.  35  How.  Pr. 
Supp.  261,  263.  Applying  the  rule  (N.  Y.)  289,  overruled  by  the  above 
to  ''discretionary "  transactions,  cases. 
Harding  vs.  Field,  1  App.  Div.  391 ;  '10  Mod.  499. 
Dou^bis  vs.  Carpenter,  45  N.  Y. 
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a  note,  declaring  that  he  was  a  trustee  of  this  stock  for  the 
plaintiff,  and  that  he  would  be  accountable  to  him  for  the 
stock  and  produce.  Afterwards,  when  the  stock  sold  at 
about  600  per  cent,  the  plaintiff  desired  that  the  defendant 
would  transfer  the  £990  of  stock  to  him ;  the  defendant  ac- 
cordingly transferred  £500  of  this  stock,  and  informed  the 
plaintiff  that  it  would  be  inconvenient  to  him,  at  that  time, 
to  transfer  more,  but  that  it  was  all  one,  for  he  would  be 
accountable  for  the  stock.  Subsequently  the  stock  fell,  and 
the  plaintiff  brought  a  bill  against  the  defendant,  praying 
that  he  might  account  for  the  £490  stock  at  the  price  the 
stock  was  at  the  time  he  requested  defendant  to  deliver  the 
same — viz.,  at  £600,  insisting  that  the  defiendant,  by  agree- 
ing to  be  accountable,  had  assumed  to  pay  at  the  price  it 
then  was.  There  was  no  question  of  conversion  in  the  case. 
The  defendant  had,  for  some  time  after  he  became  trustee 
as  above,  £1,000  of  the  stock,  which  he  had  mortgaged,  and 
he  afterwards  sold  all  the  stock  he  had  in  his  own  name, 
except  £80  ;  but  he  had  more  than  stock  enough  in  another 
person's  name  to  have  answered  the  trust,  if  the  plaintiff 
had  insisted  upon  a  transfer,  and  he  offered  to  transfer  the 
£490  stock  and  produce.  Parker,  Lord  Chancellor,  held  that 
it  was  not  material  at  what  the  defendant  sold  the  stock,  for 
the  sale  was  at  his  own  risk.  If  the  stock  had  risen, 
he  would  still  have  been  accountable  for  the  same ;  and, 
therefore,  as  he  must  have  stood  to  the  loss  in  case  of  the 
rise,  it  was  reasonable  that  he  should  reap  the  advantage  of 
a  fall. 

The  Lord  Chancellor  said  :  "  I  take  it  to  be  very  plain 
that  the  defendant  has  not  sold,  but  mortgaged,  the  trust 
stock.  For  since  there  is  no  specijicating  £100  Sov^h  Sea 
stock  from  another^  .   .   .   therefore   the  stock  mortgaged 
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most  be  esteemed  the  stook  of  the  plaintiff,  the  stock 
sold  that  of  the  defendant.  The  defendant  must  only  ao^ 
count  for  the  stock  and  produce." 

So  it  is  within  the  scope  of  the  implied  authority  of  a 
member  of  a  Stock  Exchange,  when  securities  are  deposited 
with  him  for  the  purpose  of  his  advancing  money  upon 
them,  to  pledge  those  securities  to  some  other  person  for 
that  purpose.^ 

But,  where  a  Client  delivers  a  specified  quantity  of  stock 
to  a  Stock-broker  for  sale,  and  the  Broker  transfers  part  of. 
the  same  to  a  third  person,  and  part  to  himself,  the  Client 
can  treat  this  as  a  sale  of  his  stock ;  and  it  is  no  defence, . 
that  it  is  a  custom  among  Brokers  to  place  the  stock  sent 
them  for  sale  to  their  own  names  on  the  books  of  the 
company,  and,  in  making  transfers,  to  do  so  indiscrimi- 
nately, without  regard  to  the  person  from  whom  the  stock 
was  received,  or  for  whose  account  the  same  was  sold.  A 
Broker,  in  such  a  case,  has  no  right  to  pledge  or  do  any- 
thing else  with  the  stock  except  to  sell  it.^ 

And  the  Broker  must  at  all  times  have  on  hand  stock  suf- 
ficient in  quantity  to  deliver  the  same  to  his  Client  upon 
the  payment  by  the  latter  of  the  amount  due  thereon.  The 
most  he  can  claim  is  that,  so  long  as  be  has  on  hand  shares 
similar  in  kind,  etc.,  to  those  he  has  purchased  for  his 
Client,  he  has  performed  his  contract;  but  when  he  de- 
nudes himself  of  the  quantity  sufficient  to  answer  his 
Client's  demands,  he  is  guilty  of  a  conversion,  and  the  latter 
may  assume  that  the  sale  by  which  the  Broker  dispossessed 
iiimself  of  the  stock  was  made  for  his  benefit,  and  re- 


'Mocatta  tb.  BeQ,  27  L.  J.  Ch.       'Pareons   vs.  Martin,  77    liaas. 
237.  111. 

17 
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oover  the  price  of  the  shares  on  the  day  the  sale  vras 
made.* 

The  language  of  the  New  York  Court  of  Appeals,  in  the 
case  of  Taussig  vs.  Hart,'  is  interesting  upon  this  question : 
^^  The  subsequent  acquisition,  by  the  plaintiffs  after  the  stock 
had  fallen  to  a  very  low  figure,  of  a  sufficient  number  of 
shares  to  replace  those  which  they  had  held  for  account  of 
the  defendant,  did  not  relieve  them  from  liability.  Such 
re-acquired  stock  was  never  accepted  by  the  defendant,  and 
he  was,  in  fact,  ignorant  of  the  transactions.  To  allow  a 
Broker  to  sell  his  customer's  stock  without  authority,  and 
speculate  upon  it,  replacing  it  at  a  lower  price,  would  be 
encouraging  speculations  by  agents  at  the  risk  of  their  prin- 
cipals, and  is  totally  inadmissible  under  familiar  rules. 
Should  the  stock  rise  largely  in  price,  after  the  Broker  had 
thus  divested  himself  of  all  control  over  the  shares  which 
he  had  purchased  on  the  order  of  his  principal,  the  Broker 
might  be  unable  to  replace  the  shares,  and  the  principal 

'  See,  as  to  this  point,  Langton  vs.  kind    and    amount.     Douglas    vs. 

Waite,  6  L.  R.  £q.  165,  and  cases  Carpenter,  17  App.  Div.  S29.    See 

cited  supra.    Whether  a  custom  of  this  case  criticized  by   Mr.   Eliot 

the    market    which    authorizes    a  Norton  in  an  article  on  "The  ri^t 

pledgee  in  a  margin  buying  transac-  to  pledge  securities  carried  on  a  mar- 

tion,  temporarily,  to    effect  short  gin,''  in  ''The  American  Lawyer," 

sales,  to  reduce  his  carrying  of  any  vol.  5,  p.  573,  in  which  he  says  that 

stock,  below  the  amount  required  to  if  the  decision  is  strictly  followed  by 

meet  the  demands  of  all  his  cus-  Stock-brokers  it  will  be  difficult  for 

tomers,  will  be  sanctioned,  qusBre.  them  to  do  thmr  business  conven- 

Skiff  vs.  Stoddard,  63  Conn.  198.  iently,  or,  in  some  cases,  not  at  all. 

If  the  Broker  mingles  his  client's  and  recommends  that  the  consent 

securities  with  those  of  other  cus-  of  the  customer  should  be  obtained 

tomers  and  pledges  the  entire  for  an  to  this  method  of  doing  bumness. 

amount  greater  than  the  indebted-  See  also  ConweU  vs.  Harris,  N.  Y. 

ness  of  his  Client,  he  is  liable  for  con-  L.  J.  March  17,  1897. 
version,  if  he  does  not  keep  in  his       '  58  N.  Y.  425. 
possession  other  securities  of  a  like 
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would  have  no  remedy  exoept  a  personal  claim  against  the 
Broker.  This^  clearly,  is  not  what  is  contemplated  under 
an  agreement  to  buy  and  carry  stocks.  The  customer  does 
not  rely  upon  an  engagement  of  the  Broker  to  procure  and 
furnish  the  shares  when  required,  but  upon  his  actually  pur- 
chasing and  holding  the  number  of  shares  ordered,  subject 
only  to  the  payment  of  the  purchase  price." ' 

So  it  has  been  held  in  England  that  where  money  was 
borrowed  from  a  Stock-broker  for  a  certain  period,  and 
railway  stocks  deposited  with  him  as  collateral  for  its  repay- 
ment, the  Stock-broker  was  not  justified,  either  in  law  or 
by  the  custom  of  the  Stock  Exchange,  in  parting  with  the 

'  To  same  effect,  Lawrence  vs.  not  be  restored  to  the  owner  upon 
Mazwdl,  53  N.  Y.  19,  where  the  payment  of  the  loan,  although  both 
stock  had  been  h3rpothecated.  Here  parties  understood  that  the  Broker 
the  court  said:  "Conceding  the  would  have  to  use  the  securities  to 
right  to  use  the  stocks  pledged  by  obtain  the  loan.  So  held  also  in 
way  of  hypothecation  or  otherwise.  Van  Voorhis  vs.  Rea,  153  Pa.  St.  19; 
as  clamed,  and  that  it  was  at  the  Cass  vs.  Higenbotam,  100  N.  Y. 
time  of  the  tender  and  demand  law-  248;  N.  Y.  L.  E.  &  W.  R.  Co.  vs. 
fully  out  of  the  actual  possession  of  Davies,  38  Hun,  477;  Muller  vs. 
the  defendant,  it  was  his  duty  at  Legerdre,  47  La.  Ann.  1017.  See 
once  to  regain  the  possession  and  also  as  to  right  of  pledgee  to  part 
restore  the  same  to  the  plaintiff,  with  stock,  under  a  written  instru- 
.  .  .  It  is  immaterial  whether  the  ment  conferring  general  authority  to 
stock  was  hypothecated  by  the  de-  use,  etc.,  Ogden  vs.  Lathrop,  65  N. 
fendant  upon  a  loan  of  money  for  Y.158.  See  also,  in  same  connection, 
the  benefit  of  the  plaintiff 's  transac-  Dykers  vs.  Allen,  3  Hill  (N.  Y.), 
tions  or  for  his  own  purposes."  593,  aff'd  by  Court  of  Errors,  7  id. 
The  doctrine  of  Lawrence  vs.  Max-  497.  But  parol  evidence  in  the 
well,  53  N.  Y.  19,  is  followed  by  the  case  of  a  pledge  of  stock,  that  the 
United  States  Circuit  Court  in  Ore-  pledgee  may  use  the  same,  Is  not 
gon  &  Transcontinental  Co.  vs.  Hil-  admissible,  where  a  written  instru- 
mers,  20  Fed.  Rep.  717,  where  it  ment  has  been  given  by  the  pledgee, 
was  held  that  when  the  owner  of  in  which  he  states  that  he  holds  it  as 
securities  pledges  them  to  a  Stock-  collateral  security,  and  may  sell  "on 
broker  as  collateral  to  a  loan,  the  one  day's  notice."  Fay  vs.  Gray, 
latter  has  no  right  to  rehypothecate  124  Mass.  500. 
them  in  such  a  way  that  they  can- 
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security  during  the  pendency  of  the  loan^  bat  was  bound 
to  return  the  identical  stock  pledged ;  and  that  the  person 
to  whom  the  loan  was  made  was  entitled  to  recover  from 
the  Broker  the  amount  of  profits  realized  by  the  dealings 
in  his  stocks  by  the  latter.^  The  court  said  that  ''  in  the 
absence  of  express  contract,  the  pawnee  of  propert}'^  can- 
not sell  it  until  the  debt  for  which  it  is  pledged  be- 
comes payable ;  and  if  he  does  so,  the  owner  has  the 
right  to  charge  the  pawnee  with  the  price  he  gets  for  the 
property  if  he  finds  it  to  bis  interest  to  do  so."  The 
court  also,  while  finding  that  there  was,  in  fact,  no  custom 
of  the  Stock  Exchange  which  varied  the  rule  above  laid 
down,  declared  that  such  a  custom  would  be  manifestly 
unjust ;  the  borrower  would  be  completely  at  the  mercy  of 
the  lender,  who  might  convert  the  security  and  appropriate 
the  proceeds  to  his  own  use,  and  at  the  expiration  of  the 
period  of  the  loan  be  wholly  unable  to  return  to  the  bor- 
rower what  belonged  to  him.^ 

But  the  owner  of  stocks  pledged  as  collateral  for  the 
repayment  of  borrowed  money  may  deprive  himself  of 
any  remedy  by  dealing  with  the  property  when  retransferred 
to  him '  on  repayment  of  the  loan. 

As  incident  to  the  Broker's  rights  in  stock  carried  on 

^  Langton  vs.  Waite,  L.  R.  6  Eq.  after  the  sale  the  property  should  be 

1S5.  returned  to  the  pledgee  to  be  re- 

'See  also  Ex  parte  Phillips,  Ex  deemed  by  the  purchaser.     Stiefvs. 

parte  Mamham,  30  L.  J.  Bk.  1;  2  Hart,  1  N.  Y.  20.    Afl  to  general 

De  G.  F.  &  J.  634;  Phen^  vs.  Gillan,  duties  of  pledgee  when  promissory 

5  Hare,  1 ;  Allen  vs.  Dubois,  75  N.  notes  and  stocks   are   pledged  as 

W.  443;   1  Story's  Eq.    Jur.  714,  collateral  security,  see   artide,   17 

note  1.    A  sheriff  having  an  execu-  Western  Jurist,  Jan.  1S83,  p.  1. 

tion  against  the  pledgor  may  take  '  See  Langton  vs.  Waite,  L.  R.  4 

the  property  from  the  pledgee  and  Ch.  App.  402. 
Bell  the  same  on  such  execution,  but 
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margin  there  would  seem  to  be  no  good  reason  in  law 
why  he  should  not  have  the  right — possessing  as  he  does  the 
power  to  dispose  of  the  securities — to  maintain  an  action 
for  their  recovery  against  any  person  wrongfully  holding 
the  same,  notwithstanding  the  technical  ownership  of  them 
is  in  his  Clients. 

But  the  rule  that  the  Broker  is  not  bound  to  keep  on 
hand  the  identical  stock  or  bonds  purchased  only  applies  in 
the  absence  of  agreement.  Where  the  parties  agree  that 
the  original  bonds  shall  be  carried,  the  Broker  must  keep 
them  on  hand  in  the  identical  shape  in  which  they  were 
purchased.  And  where  the  Broker  sells  or  disposes  of  the 
bonds  in  breach  of  such  an  agreement,  he  cannot  recover 
from  his  Clients  any  loss  arising  upon  a  sale  of  other 
bonds  substituted  for  the  original,  although  the  Broker 
shows  that  he  had  constantly  on  hand  during  the  relation 
other  bonds  suflELcient  to  meet  the  demands  of  his  Clients.' 
Before  a  Broker  can  recover  in  such  a  case,  he  must  show 
that  he  has  performed  substantially  all  the  conditions  prec- 
edent which  are  embraced  in  the  contract.' 

These  questions  arose  in  the  case  of  Levy  vs.  Loeb.* 
There  the  defendants,  bankers  and  Brokers,  bought  for  ac- 
count of  the  plaintiff  certain  bonds  of  the  United  States 
upon  an  agreement  that  the  defendants  were  to  advance 
the  purchase  price  in  the  form  of  a  loan,  upon  which  interest 
at  the  rate  of  four  per  cent  was  to  be  allowed,  the  bonds 
meanwhile  being  held  as  collateral  to  the  loan,  but  to  be 
carried  by  the  defendants,  for  plaintiff's  account.  The 
bonds  were  accordingly  purchased  by  the  defendants,  but 

'  Levy  vs.  Loeb,  85  N.  Y.  365.       tion,  Hardy    vs.  Jaudon,  1  Robt. 
'  Id.  261,  aff'd  21  N.  Y.  619. 

'  Supra.    See  alao,  in  this  oonneo- 
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were  charged  to  the  plaintiff  at  a  higher  price  than  the 
amount  paid  for  them,  and  other  improper  items  were  also 
included  in  the  price.  Plaintiff  made  a  payment  on  ac- 
count of  these  purchases  of  over  $10,000,  in  consideration  of 
which  defendants  agreed  to  carry  the  bonds  purchased  for 
a  certain  period,  which  was  afterwards  extended.  Before 
the  maturity  of  the  loan,  and  while  the  contract  to  carry 
was  in  force,  the  defendants  for  their  own  account,  without 
the  knowledge  and  consent  of  the  plaintiff,  sold  the  whole 
lot  of  original  bonds.  At  the  maturity  of  the  loan  the 
plaintiff  was  called  upon  to  pay  the  alleged  indebtedness,  or 
be  sold  out — ^the  amount  demanded  including  the  excess 
charged  over  the  actual  cost.  Upon  refusing,  the  de- 
fendants sold  other  and  substituted  bonds,  and  this  ^^  vicari- 
ous "  sale  demonstrated  a  large  deficiency  ;  whereupon  the 
plaintiff  brought  an  action  to  repudiate  the  alleged  pur- 
chase and  to  recover  the  money  paid  upon  it.  The  de- 
fendants set  up  a  counterclaim  for  the  deficiency.  The 
Special  Term  disallowed  the  counterclaim  and  directed 
judgment  for  plaintiff  for  $713.77,  the  amount  of  the 
illegal  charges  made  by  defendants.  Plaintiffs  appealed 
from  that  portion  of  the  judgment  which  disallowed  them 
the  $10,000  paid  by  them.  Defendants  appealed  from 
that  portion  of  the  judgment  which  disallowed  their 
counterclaim.  In  the  Court  of  Appeals,  on  the  hearing  of 
defendants'  appeal,  the  counterclaim  of  defendants  was  re- 
jected upon  the  grounds  before  stated.  This  case  came  be- 
fore the  Court  of  Appeals  for  a  second  time  on  plaintiff's 
appeal  and  the  principles  first  laid  down  were  reiterated, 
and  the  plaintiff  was  further  held  to  be  entitled  to  recover 
back  the  money  paid  by  plaintiff  in  consideration  that 
defendant's   bankers   would  carry  the  bonds   for    plain- 
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tiff,  for  a  limited  time,  and  which  the  defendants  failed  to 
do.^  It  does  not  appear  from  the  reports  whether  de- 
fendants on  the  first  sale  of  the  bonds  (i.  e.,  that  before  the 
time  limited  for  carrying  them  had  been  reached)  sold  them 
at  a  profit  or  a  loss.  But  even  if  they  had  sold  them  at  a 
loss,  it  is  difficult  to  see  how  they  could  have  recovered 
such  loss,  or  that  the  plaintiffs  would  not  be  entitled  to  re- 
pudiate the  contract.  The  court  (per  Miller,  J.),  on  the 
hearing  of  the  second  appeal,  said  :  '^  Looking  at  the  trans- 
action in  the  light  most  favorable  for  defendants,  they 
stood  in  the  position  of  vendors.  Where  the  vendor  of 
property,  who  has  received  a  portion  of  the  purchase-price, 
on  agreement  to  hold  and  deliver  the  property  to  the  ven- 
dee on  payment  of  the  balance,  without  notice  to  the  ven- 
dee disposes  of  the  same,  he  may  be  treated  as  wrongly 
rescinding  the  contract  on  his  part,  and  the  vendee  may 
maintain  an  action  to  recover  the  money  paid  in  part  per- 
formance of  such  contract."  The  court  also  distinguished 
the  case  from  Capron  vs.  Thompson,'  and  Gruman  vs. 
Smith,^  wherein  it  was  held  that  the  unauthorized  sale  by  a 
Broker  of  stock  purchased  and  carried  on  a  margin  was  not 
a  breach  of  a  condition  precedent  which  prevented  the 
Broker  from  charging  for  the  money  paid  by  him  for 
stock,  although  he  was  liable  in  damages  for  the  unau- 
thorized sale.  In  the  case  under  review  there  was  a 
breach  of  a  condition  precedent,  viz.,  an  agreement  to  carry 
the  bonds  for  a  stipulated  time,  and  the  failure  of  de- 
fendants so  to  do  operated  as  a  rescission  of  the  contract, 
rendering  them  liable  to  refund  the  money  paid  by  plain- 


»Levy  VB.  Loeb,  89  N.  Y.  386.  »81  N.  Y.  25. 

»86N.Y.418. 
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tiffs.  And  if  there  be  two  different  kinds  of  stodc  of  the 
corporation,  a  pledgee  must  restore  the  same  kind  originally 
pledged  with  him.  Accordingly,  a  pledge  of  fifty  shares 
of  ^^  consolidated  "  Erie  stock,  cannot  be  restored  or  made 
good  to  the  pledgor  by  assigning  to  him  the  same  number 
of  shares  of  "  converted  "  stock.  The  pledgees  are  at  least 
bound  to  restore  stock  of  the  identical  kind  pledged.' 

The  Broker  need  not  keep  the  property  of  his  principal 
unmixed  with  his  own  or  the  property  of  other  principals. 
But  where  such  intermingling  takes  place  and  dispute 
arises,  the  Client  is  entitled  to  the  most  favorable  pre- 
sumption that  can  be  drawn  from  the  evidence.' 

(d,)     Dividends^  Profits,  Assessments ^  Callsy  Interest. 

As  a  consequence  of  the  declaration  of  the  law  that  the 
stock  as  soon  as  it  is  purchased  becomes  the  property  of  the 
Client,'  it  follows  that  all  of  the  benefits  in  the  way  of  ac- 

^  Wilson  vs.  Little,  2  N.  Y.  443,  certificate  and  was  its  exact  equal  in 

449.    The  pledgee  meets  this  re-  value.     Donnell  vs.  Wyckoff,  49  N. 

quirement  if  he  restores  stock  in  the  J.  L.  48. 

same  company,  equivalent  in  value  '  Harding  vs.  Field,  1  App.  Div. 

to    and     representing    the    stock  391;  Bate  vs.  McDowell,  17  J.  &  S. 

pledged.     Thus   where  a  corpora-  106;  Gray  \9.  Haig,  20  Beav.  219. 

tion,  by  legislative  authority  and  *  Gruman  vs.  Smith,  81  N.  Y.  25; 

for  the  purpose  of  re-organization,  rev'g  12  J.  &  S.  389,  and  cases  cited, 

reduced   its   capital  stock  and  so  ante,  p.  192.     The  legal  title  to  the 

proportionally  reduced  the  nominal  stock  pledged  remains  in  the  pledg- 

value  of  each  share,  it  was  held  that  or,  the  pledgee  having  the  right  to 

the  surrender  by  the  pledgee  of  the  retain  them  until  the  debt  is  dis- 

pledged  certificate  of  old  stock  and  charged,  and  while  so  holding  them 

the  acceptance  of  a  certificate  for  he  cannot  claim  adversely  and  thus 

the  same  number  of  shares  of  the  obtain  a  title  under  the  statute  of 

new  stock  was  not   a  conversion,  limitations.    Cross  vs.  Eureka  Lake 

The  new  certificate  represented  the  Canal  Co.,  73  Cal.  302.     See  also 

same    proportional    share    in    the  Boyd  vs.  Conshohocken  Mills,  24 

company's  assets  as  did  the  pledged  AU.  Rep.  287. 
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aretions,  intereBt,  dividends,  or  profits  which  result  there- 
from belong  to  the  latter.^ 

Under  this  rule,  all  profits  or  benefits  of  any  description 
which  the  Stock-broker  may  derive  from  the  loan  or  use  of 
his  Client's  securities  would,  in  the  absence  of  agreement, 
belong  to  the  latter. 

But  the  Broker  as  pledgee  of  securities  has  the  right  to 
odlect  the  dividends  or  interest  thereon,'  it  being  reasoned 
that  any  increase  of  the  pledged  property  is  likewise  pledged.* 

The  securities  also  are  in  bis  possession  and  he  has,  as  we 
have  seen,^  a  right  to  have  them  transferred  into  his  name 
upon  the  books  of  the  company. 

He  has,  however,  no  right  to  apply  the  proceeds  of  the 
pledged  property  to  the  re-payment  of  his  advances,  until 
after  default  in  its  payment." 

If,  therefore,  a  pledgor  of  stock  receives  the  dividends 
from  the  company,  an  action  lies  by  the  pledgee  against 
him  to  recover  the  same.*  And  in  the  case  of  the  Andros- 
coggin BaUroad  Company  vs.  Auburn  Bank '^  the  court  held 
that  where  a  bond  with  interest  coupons  attached  was  the 
subject  of  the  pledge,  there  was  an  implied  authority  in 
the  pledgee  to  collect  the  interest  thereon. 

On  the  other  hand,  the  Client  is  subjected  to  all  of  the 

^  Markham  vs.  Jaudon,  41  N.  Y.  '  Gates  vs.  Halliday,  supra;  An- 

235;  BriggB  vs.  Kennett,  28  N.  Y.  droscoggin  Railroad  Co.  vs.  Auburn 

Supp.  740;  see  also  Gates  vs.  Halli-  Bank,  48  Me.  335;  Hasbrook  vs. 

day  (Mo.  Gt.  of  App.),  1  Am.  Law  Vandervoort,  4  Sand.  74. 

Review  (n.  s.),  172,  as  to  ri^t  of  '  Herrman  vs.  Maxwdl,  47  N.  Y. 

pledgee  to  receive  dividends.    See  Super.  Ct.  347. 

further  as  to  dividends,  post,  Oh.  *  Ante,  p.  245. 

IV.    The  same  rule  is  applicable  *Farwell    vs.    Importer's,    etc., 

to  a  pledge— viz.,  that  all  the  prof-  Nat.  Bk.,  90  N.  Y.  483. 

its,  etc.,   belong  to    the    pledgor  '  Gates  vs.  HaUiday,  supra. 

(Schouler  on  Bailm.  3d  ed.  §  212).  *  Supra. 
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responsibilities  of  pare  and  absolute  ownership ;  and  he  is 
liable,  and  not  the  Broker,  for  all  assessments  or  calls  of  any 
kind  made  upon  the  stock  while  he  is  the  owner  thereof, 
although  the  Broker  may  have  paid  them,  in  the  first  in- 
stance, by  reason  of  the  stock  being  transferred  on  the  books 
into  his  own  name,  in  accordance  with  the  usages  of  the 
business.^  The  general  rule  being  that  a  pledgee  of  stock 
who  has  transferred  the  same  on  the  books  of  the  company 
is  subject  to  all  of  the  liabilities  of  a  stockholder,'  except 
where  statutes  have  provided,  as  in  New  York,  §  16  of  the 
General  Manufacturing  Act  (1848),  of  which  State  provides 
that  no  person  holding  stock  as  executor,  administrator, 
guardian,  or  trustee,  or  as  collateral  security,  shall  be  per- 
sonally subject  to  any  liability  as  stockholder  of  such  com- 
pany.' In  Eobins  vs.  Edwards,*  where  it  appeared  that  a 
Broker,  at  the  request  of  his  principal,  continued  shares  in 
his  own  name,  the  Master  of  the  EoUs  ordered  the  prin- 
cipal to  repay  to  bis  Broker  a  call  which  he  had  paid,  and 
to  procure,  as  far  as  possible,  that  the  shares  should  be  reg- 
istered in  his  own  name.' 

Another  element  of  the  transaction  should  be  here  noticed. 
The  selling  Broker  is  bound  to  deliver,  upon  receiving  from 


^  McCalla  vs.  Clark,  55  Ga.  53;  with  the  additional  provision  that 

Marshall   vs.   Levy,    66  Cal.   236;  the  executor,  administrator,. guard 

Whitney  vs.  Page,  1  How.  Pr.  (n.  s.)  ian  or  trustee  voluntarily  invested 

389.  •    •  the  trust  funds  in  such  stocks  he 

'  National  Bank  vs.  Case,  99  U.  S.  shall  be  personally  liable  as  a  stock- 

628;  Pullman  vs.  Upton,  96  id.  328;  holder. 
Wheelock  vs.  Kost,  77  111.  296;  In  re       *  15  W.  R.  1065. 
Empire  City  Bank,  18  N.  Y.  199;       » To  same  effect,  Taylor  vs.  Stray, 

Holyoke  vs.  Burham,  11  Cush.  183.  2  C.  B.  (n.  s.)  175;  Chapman  vs. 

"  This  act  was   repealed  by  the  Shepard,  L.  R.  2  C.  P.  228;  White- 
General  Corporation  Law,  and  its  head  vs.  Izod,  id.;Emmer8on'scase, 
provisions  have  been  re-enacted  in  L.  R.  1  Ch.  App.  433. 
§  54  of  the  Stock  Corporation  Law, 


?/ 
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the  purchasing  Broker  the  price  agreed  upon,  a  certificate 
of  stock  (if  stock  be  the  subject  of  the  sale)  for  the  number 
of  shares  purchased.  This  certificate  must  be  in  every  re- 
spect proper  and  legal.  It  must  be  issued  by  the  company, 
or  its  authorized  oflELcers  or  agents,  and  must  show,  on  its 
face,  that  the  person  therein  mentioned  is  entitled  to  so 
many  shares  in  the  capital  stock  of  the  corporation.  Usually 
certificates  of  stock  have  forms  of  assignment  endorsed  on 
them,  together  with  irrevocable  powers  of  attorney,  au- 
thorizing the  officers  of  the  corporation  to  transfer  upon 
the  books  of  the  company  the  number  of  shares  represented 
in  the  certificate  to  the  person  therein  named.  It  is  the 
duty  of  the  selling  Broker  to  procure  this  assignment  to  be 
duly  executed  by  the  person  named  in  this  certificate,  as 
the  sale  would  not  be  complete  without  it,  although  there 
might  arise  a  case  where  this  rule  would  not  prevail.^ 

Upon  the  point  as  to  what  a  Broker  of  a  vendor  seUs  on 
the  Stock  Exchange,  the  remarks  of  Lord  Campbell,  C.  J., 
in  Stray  vs.  BusselP  are  pertinent:  ^^  According  to  these 
usages,  the  price  of  the  shares  is  payable  on  the  one  Broker 
handing  over  to  the  other  the  transfers  and  certificates. 
What  does  the  vendor  contrcLct  to  seU  and  deliver  f     Genuine 

^  See  as  to  duty  of  selling  Bro-  broker  had  sold  upon  the  order  of  A 

ker,  on  London  Stock  Exdiange,  to  plaintiffs,  rsdlway  debentures  be- 

Ch.  X.  longing  to  A,  B,  and  C,  A  having 

M  M.  A  E.  888,  at  p.  900.  Where  forged  the  signatures  of  B  and  C  to 
a  Note-broker  sold  a  note  to  an-  the  transfer,  the  plaintiffs  were  en- 
oiher  Note-broker  without  knowl-  titled  to  recover  the  sums  paid  by 
edge  of  the  latter  that  it  was  worth-  them  for  the  debentures  with  inter- 
less,  and  he  is  compelled  to  take  it  est,  they  having  been  compelled  by 
back  from  his  principal,  the  buying  suit  in  equity  to  restore  the  deben- 
Broker  is  entitled  to  recover  the  tures  and  interest  to  B  and  C.  Royal 
amount  paid  to  the  selling  Broker  Ex.  Assn.  Co.  vs.  Moore,  8  L.  T.  N. 
therefor.  Stewart  vs.  Orvis,  47  S.  242. 
How.  Pr.  518.     And  where  a  Stock- 
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transfers  and  certiJieateSy  with  the  interest  and  rifhts  whiok 
they  convey.  There  might  be  a  condition  sabsequent^  im- 
posing upon  the  vendor  the  onus  of  procuring  the  consent 
of  the  directors  to  the  transfer,  but  I  find  no  evidence  <rf 
such  a  condition."^  And  the  point  was  directly  passed 
upon  in  the  last-named  case,'  that  the  selling  Broker  is  not 
bound  to  procure  a  transfer  or  registration  on  the  books  of 
the  company. 

In  practice,  generally,  this  assignment  is  executed  in  blank 
by  the  person  in  whose  name  the  shares  stand  on  the  books 
of  the  company,  leaving  the  purchaser  to  fill  in  any  name 
and  to  effect  the  transfer  upon  the  books,  if  he  so  desire  it. 

Frequently,  however,  a  certificate  of  stock,  with  the 
power  of  attorney  executed  in  blank  attached  thereto,  is 
passed  from  hand  to  hand,  and  is  used  in  several  different 
transactions  before  there  is  an  actual  transfer  of  the  shares 
on  the  books  of  the  company.  But,  by  executing  the  cer- 
tificate to  the  purchaser  as  between  the  latter  and  the 
seller,  the  purchaser  becomes  the  owner  of  the  shares.'  Al- 
though, until  the  same  is  transferred  on  the  books  of  the 
company,  the  seller  is  liable  for  any  ^^  calls "  or  assess- 
ments.^ So  a  person  is  liable  to  the  company  for  the 
amount  of  his  subscription,  although  after  calls  were  made, 

'  See  also,  to  same  effect,  Taylor  the  charter  does  not  require  entry 

vs.  Stray,  2  C.  B.  (n.  s.)  175;  aff'd  in  on  the  books,  the  corpcx'ation  may 

Ebcch.  Chamber,  id.  197.  recognize  a  purchaser  as  a  stock- 

'  Supra.  holder  in  such  a  way  as  to  preclude 

'  Lindley  on  Company  Law  (5th  it  from  demanding  assessments  'or 

ed.),  505  et   seq;   Shellington   vs.  calls  from  the  seller,  as  by  paying 

Howland,  53  N.  Y.  372.  the    dividends    to    the    purchaser. 

*Id.;  Magruder  vs.  Colston,  44  Cutting  vs.  Damarel,  88  N.  Y.  410. 

Md.  349;  Johnson  vs.  Underbill,  52  See  also  Loring  tb.  Davis,    32  Ch. 

N.  Y.  203.    Yet  where  there  has  Div.  625. 
been  no  transfer  on  the  books,  and 
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and  before  they  were  payable,  he  assigned  his  stock  to  a 
responsible  party .^  And  if  the  purchaser  does  not  pro- 
care  the  transfer  npon  the  books  of  the  company,  and,  in 
consequence,  the  seller  is  made  liable  for  assessments  or 
calls,  the  purchaser  is  bound  to  indemnify  the  seller  in  re- 
spect thereto,  and  from  all  liability  accruing  to  the  shares 
since  the  time  they  were  sold.'  On  the  other  hand,  the 
purchaser  can  compel  the  seller  to  execute  a  proper 
transfer,  and  to  account  for  all  dividends  received  by 
him  since  he  ceased  to  be  the  equitable  owner  of  the 
shares.' 

In  the  United  States  this  question  of  transferring  stock 
npon  the  books  of  the  company  has  not  received  the  atten- 
tion which  it  has  in  England,  because  in  the  latter  country, 
where  most  commercial  corporations  are  organized  by  the 
payment  of  only  a  limited  amount  of  the  fixed  capital,  calls 
can  be,  and  are  generally,  made  upon  the  stockholders  of 
record,  and  if  the  registration  of  the  shares  is  not  attended 
to,  the  shareholder  of  record  may  be  compelled  to  pay  the 
same,  although  he  may  have  long  since  parted  with  his 
stock.  The  rule  is  the  same  in  this  respect  in  the  United 
States.^     But  with  us,  corporations  have  either  paid  up 

1  Schenectady    R.    R.    Co.    vb.  R.  6  Q.  B.  323;  Neilson  vs.  James,  9 

Thatcher,  11  N.  Y.  102.  Q.  B.  D.  553. 

'  1  Lindley  on  Company  Law  (5th  '  1   Lindley    on   Company   Law 

ed.),  492,  505.    If  a  Broker  is  the  490.    To    constitute  a   person    a 

purchaser  and  he  does  not  disclose  stockholder  and  as  such  liable  to 

his  principal,  the  former  is,  under  creditors  of  the  corporation,  it  is  not 

the  general  law  of  agency,  bound  to  necessary  that  a  certificate  should  be 

indemnify   the   seller   against   the  issued  to  him,  or  pa3rment8  made  by 

payment     of    calls.     Lichten    vs.  him.     A  subscription  for  stock  and 

Vemer,  8  Pa.  Dist.  Rep.  218.    As  a  recognition  of  him  by  the  company 

to  the  effect  of  the  company's  in-  as    a    stockholder    are    sufficient, 

solvency,  see  Crabb  vs.  Miller,  24  L.  Wheeler  vs.  Miller,  90  N.  Y.  353. 

T.  219;  Bowring  vs.  Shepherd,  L.  *  Shellington  vs.  Howland,  supra. 
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their  capital  in  cash,  or  its  equivalent,  pursuant  to  statutory 
enactment,  and  the  stockholders  are  not  generally  liable 
for  future  calls.  But  the  increasing  number  of  corpora- 
tions, and  the  frequent  evasions  of  the  requirements  of  the 
statutes  authorizing  the  issuance  of  the  entire  capital  for 
property  by  placing  a  fraudulently  extravagant  value 
thereon,  may,  and  doubtless  will,  render  the  question  of 
calls  or  assessments,  and  the  necessity  of  seeing  that  a 
transfer  or  registration  is  made  upon  the  books  of  the  com- 
pany when  a  sale  is  made,  as  important  and  essential  as  it 
is  in  England.^ 

In  respect  to  the  liability  of  the  Client  to  pay  interest,  it 
is  a  well'Understood  rule  of  Stock-brokers  to  charge  him 
legal  interest  upon  the  amount  advanced  by  the  Broker 
in  the  purchase  of  the  stock ;  it  is  also  the  usage  of  the 
Brokers  to  charge  the  Client  with  an  extra  interest  which 
the  Broker  is  compelled  to  pay  for  carrjdng  the  stocks  of 
the  former  caused  by  a  stringency  of  the  money  market. 


^  For  the  subject  of  the  liability  full  value  for  the  shares  as  paid  up/ 
for  calls  in  England,  see  post,  Ch.  X.  he  is  not  liable  to  the  creditors  of 
Where  shares  in  a  bridge  company  the  corporation  under  the  statute 
were  issued  as  paid-up  shares,  for  the  amount  actually  impaid  on 
which  were  not  fully  paid  up,  the  the  shares.  In  order  that  the 
transaction,  though  a  fraud  in  law  shares  should  be  regarded  as  paid- 
upon  the  creditors  of  the  company,  up  shares  in  the  hands  of  an  inno- 
W£U3  made  apparently  in  good  faith  cent  purchaser,  it  is  enough  that 
by  the  company,  and  on  its  face  they  were  in  the  usual  form;  it  is  not 
was  formal  and  regular,  the  shares  necessary  that  they  should  express 
ap|>earing  on  the  books  as  paid,  and  upon  their  face  that  they  were  fully 
nothing  appearing  to  apprise  a  pur-  paid.  Keystone  Bridge  Co.  vs.  Mo- 
chaser  that  such  was  not  the  fact;  a  Cluney,  Mo.  Ct.  of  App.,  decided 
purchaser  to  whom  the  shares  had  March  30, 1880;  1  Am.  L.  Rev.  395. 
been  transferred  without  notice  was  As  to  when  a  transferee  is  liable  un- 
not  required  to  suspect  fraud  or  in-  der  an  implied  promise  to  pay  call, 
stitute  inquiries  where  all  seemed  to  see  Sigua  Iron  Co.  vs.  Brown,  171 
be  lawful  and  regular;  and  if  he  paid  N.  Y.  488. 
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Both  of  these  usages  are  reasonable,  and  it  does  not  seem 
to  be  difficult  to  sustain  them  by  authorities. 

Thus  it  has  been  held  that  an  agreement  for  interest  may 
be  inferred  from  the  course  of  dealing  between  the  parties ; 
as  where  interest  has  before  been  charged  and  allowed 
under  the  like  circumstances.^  Also,  when  the  creditor 
has  a  uniform  practice  of  charging  interest,  which  was 
known  to  the  debtor  at  the  time  of  the  dealing.  And 
where  there  is  a  general  usage  in  any  particular  trade  or 
branch  of  business  to  charge  and  allow  interest,  parties  hay- 
ing knowledge  of  the  usage  are  presumed  to  contract  in 
reference  to  it ;  and  if  the  usage  does  not  conflict  with  the 
terms  of  the  contract,  it  will  be  deemed  to  enter  into  and 
constitute  a  part  of  it.  Knowledge  of  the  usage  may  be 
established  by  presumptive  as  well  as  by  direct  evidence. 
It  may  be  presumed  from  the  fact  that  both  parties  are  en- 
gaged in  the  particular  trade  or  branch  of  business  to 
which  the  usage  relates,  and  also  from  other  facts,  as  the 
uniformity,  long  continuance,  and  notoriety  of  the  usage.' 

In  the  case  of  Robinson  vs.  Norris '  the  question  of  the 
Uability  of  a  Client  to  pay  interest  which  the  Broker  had 
been  compelled  to  pay,  beyond  the  rate  established  by  law,, 
was  raised  and  indirectly  sustained.  There  a  Broker, 
authorized  by  his  principal  to  borrow  money  in  order  to 
carry  stocks  for  him,  rendered  an  account  to  the  latter  by 
which  it  appeared  that  in  borrowing  money  he  had  been 
compelled  to  pay  to  other  persons,  as  commissions,  sums 

*  Easterly  vs.  Cole,  3  N.  Y.  503.  Godby,  4  Taunt.  346;  Eaton  vs. 

'  Id.;  Hatch  vs.  Douglas,  48  Conn.  Bell,  5  B.  &  Aid.  34;  Ikin  vs.  Brad- 

116;  Calton  vs.  Bragg,  15  East,  223;  ley,  2  Moo.  206. 

Bruce  vs.   Hunter,  3  Camp.  467;  ■  6  Hun  (N.  Y.),  233. 
Ponton  vs.  Rodie,  id.  496;  Gwyn  vs. 
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exceeding  the  amount  allowed  by  the  laws  of  the  State  of 
New  York^  for  effecting  loans,  and  it  was  held  that 
if  was  the  duty  of  the  principal  promptly  to  object 
to  the  payment  of  such  commissions;  and  in  case  he 
failed  so  to  do,  he  cannot,  in  an  action  by  the  Broker  to 
recover  a  balance  doe  to  him,  insist  that  such  payments 
were  illegal  and  unauthorized. 

And  a  charge  made  by  a  Broker  for  extra  and  usurious 
interest  paid  to  enable  him  to  carry  his  Client's  stock  was 
sustained,'  on  the  ground  that  the  Client  had  authorized 
the  Broker  to  pay  the  same. 

Where,  however,  the  Broker  is  himself  the  lender  of  the 
money,  he  cannot  charge  a  rate  of  interest  beyond  that  al- 
lowed by  statute ;  and  the  assent  of  the  client  to  the  payment 
of  such  excess  of  interest  cannot  affect  the  operation  of  the 
laws  forbidding  usury.'  But,  where  a  statute  does  not  more 
than  prohibit  a  recovery  of  interest  in  excess  of  10  per  cent, 
unless  the  contract  is  in  writing,  and  does  not  otherwise  make 
the  rate  of  interest  unlawful,  interest  in  excess  of  that  rate 
may  be  charged  in  an  account  stated ;  and  money  paid  on  ac- 
count by  the  debtor  may  be  applied  to  the  payment  of  such 
interest  by  the  creditor,  in  the  absence  of  any  appropriation 
by  the  debtor.*    This  proposition  is  laid  down  in  Marye  vs. 

'  2  Rev.  Stat.  (5th  ed.)  979.  By  the  pledge  of  negotiable  mstru- 
Laws  of  N.  Y.  of  1850,  c.  172,  corpo-  ments.  Hawley  vs.  Kountz,  6  App. 
rations  may  not  interpose  the  de-  Div.  217. 

fence  of  usury.  The  effect  of  this  *  Smith  vs.  Heath,  4  Daly  (N.  Y.), 
statute  is  to  repeal  the  Statute  of  123.  A  Stock-broker  is  entitled  to 
Usury  so  far  as  it  applied  to  corpo-  charge  upon  all  accounts  due  previ- 
rations.  Curtis  vs.  Leavitt,  15  N.  oxis  to  any  statutory  change  in  the 
Y.  85, 155;  Belmont  Bank  vs.  Hoge,  interest  rate,  in  accordance  with  the 
35  N.  Y.  65.  A  similar  effect  was  old  rate.  Reese  vs.  Rutherford,  90 
produced  by  the  enactment  of  L,  N.  Y.  644. 
1882,  c.  237,  upon  all  demand  loans  '  See  last  preceding  note, 
of  S5,000  and  upwards,  secured  by       *  Marye  vs.  Strouse,  C.  C.  U.  S. 
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Stroose,  a  case  which  arose  oat  of  dealings  in  certain  min- 
ing stocks.  In  that  case  it  appeared  that  the  Broker  had 
a  book  called  a  ^^  Broker's  Pass-book,"  which  contained  an 
account  of  all  the  transactions  between  himself  and  his 
Client  (being  a  copy  of  the  Broker's  ledger),  the  Client  hav- 
ing possession  of  the  book  at  all  times,  save  when  it  was 
being  '^  written  up,"  after  which  it  was  again  retomed  to 
hiuL  The  statute  of  Nevada^  provides  that  ^Svhen  there 
is  no  express  contract  in  writing  fixing  a  different  rate  of 
interest,  interest  shall  be  allowed  at  the  rate  of  10  per  cent 
per  annum  for  all  moneys.  .  .  .  Parties  may  agree  in 
writing  for  the  payment  of  any  rate  of  interest  whatever 
on  money  due  or  to  become  due."  The  Broker,  without 
any  agreement  in  writing,  charged  his  Client  with  interest 
at  the  rate  of  2  per  cent  per  month,  which  sums  were  duly 
entered  in  the  '^  pass-book  "  and  known  to  the  Client.  In- 
terest on  all  advances  during  the  month,  as  well  as  on  the 
balance  brought  forward  from  the  preceding  month,  was 
charged  at  the  same  rate  at  the  end  of  each  month,  and 
went  into  the  balance  struck.  Ko  objection  was  ever  raised 
to  these  charges  by  Client,  and  the  court  held  that  the 
facts  constituted  an  account  stated ;  and  the  agreement  be- 
ing fair  and  perfectly  understood,  and  nothing  in  it  opposed 
to  the  policy  of  the  State  or  good  morals,  such  interest  could 
be  included  in  the  balance  agreed  to  in  stating  the  account. 
And  a  right  may  be  made  to  charge  compound  interest, 
either  by  express  contract,  or  it  may  be  implied  from  the 
mode  of  dealing  with  former  accounts  or  custom;'  but  a 

(Nevada)  5    Fed.  Rep.  483.    See  2746,  Cutting's  Comp.  Laws,  ed. 
also    Isett    vs.    Ogilvie,    9    Iowa,    1900. 

313.  '  Ferguason  vs.  Fyflfe,  8  C.  d^  F. 

» Comp.  Laws,  §  32,  now  §§  2745-   121,  140. 

18 
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« 

Client  is  not  bound,  or  affected  by  the  practice  of  his  bank- 
ers, to  charge  interest  upon  interest  by  making  rests  in  their 
accounts  at  stated  intervals,  unless  it  be  proved  that  ha  was 
aware  that  such  was  their  custom.^  He  cannot,  however, 
object  to  such  method  of  charging  interest,  or  indeed  to 
any  method  claimed  to  be  unlawful,  in  his  own  action  for 
conversion  of  stocks  sold  for  default  of  margin,  where  it 
does  not  appear  that  the  excessive  charges  would  equal  the 
deficit  in  margins.' 

And  where  the  taking  of  compound  interest  is  usury, 
it  does  not  affect  a  contract  for  the  purchase  and  sale  of 
the  stock.  The  charging  of  interest  is  outside  of  that  con- 
tract and  may  be  disallowed  by  the  court.* 

Any  other  expenses  or  actual  disbursements  which  a  Stock- 
broker makes  for  his  Client,  in  pursuance  of  agreement  or 
usage,  would  seem  to  be  recoverable  upon  the  principles  laid 
down  in  the  preceding  cases ;  but  it  should  be  shown  that 
the  expenses  have  been  actually  incurred.  Thus,  in  Marye 
vs.  Strouse,^  the  Brokers  sought  to  recover  money  laid  out 
for  telegrams.  The  Brokers  were  in  the  habit  of  receiving 
orders  daily  for  the  purchase  and  sale  of  mining  stocks.  It 
often  happened  thfit  a  number  of  orders  would  be  sent  to  San 
Francisco  in  one  despatch ;  in  such  case  the  practice  was 
to  charge  each  Client  having  an  order  thereon  seventy-five 
cents  (that  being  the  proper  charge  for  a  single  telegram  of 

^  Moore  vs.  Voughton,  1  Stark,  116.  In  that  case  the  Brokers 
487;  Leake's  Dig.  Law  of  Cont.  waived  their  daim  for  compound 
1107;  Chitty  on  Cont.  (11th  Am.  interest  and  charged  simple  interest 
ed.)  957,  note  (h),  and  cases  there  only,  so  that  the  question  whether 
collected;  13th  Eng.  ed.,  p.  545,  and  that  part  of  a  custom  contravening 
cases  cited.  the  policy  of  the  law  would  be  en- 

*  Gould  vs.  Trask,  10  N.  Y.  Supp.  forced  was  not  before  the  court.  Id. 
619.  *  5  Fed.  Rep.  483. 

'Hatch  vs.   Douglas,   48  Conn. 
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ten  words),  although  such  Client's  proportion  of  the  actual 
cost  was  often,  if  not  always,  less.  But  no  effort  was  made 
to  keep  an  account  of  the  sums  actually  paid  out  for  tele- 
grams about  the  business  of  the  particular  Client  sought  to 
be  charged.  The  Brokers,  however,  relied  for  recovering 
such  charges  on  the  ground  that  they  were  in  accordance 
with  an  established  usage  of  mining-stock  Brokers ;  but  the 
court  rendered  judgment  against  them  on  his  point,  hold- 
ing  that  a  custom  or  usage  like  the  one  in  question,  of 
charging  not  merely  the  actual  cost  of  telegrams,  but  an 
arbitrary  price,  if  it  can  be  considered  as  reasonable,  should 
be  established  by  showing  that  both  parties  had  knowledge 
of  it 

(e.)  Right  of  Client  to  Control  and  Take  up  Stock, 

Although,  as  we  have  seen,  the  stock  in  an  ordinary  spec- 
ulation upon  margin  remains  in  the  possession  of  the 
Broker,  it  is  at  all  times,  in  the  absence  of  express  agree- 
ment to  the  contrary,  subject  to  the  orders  of  the  Client. 

The  latter  has  the  right  to  demand  possession  of  the  stock 
upon  payment  of  the  purchase  price  and  the  commissions 
and  proper  expenses.^ 

iliarkham  vs.  Jaudon,  41  N.  Y.  McClellan,  48  111.  345).  In  an  ac- 
235,  at  247.  This  proposition  is  tion  against  a  corporation  by  one  to 
conceded  even  by  Mr.  Justice  Grov-  whom  certain  of  its  bonds  had  been 
er  in  his  dissenting  opinion  in  that  pledged,  to  be  declared  the  owner  of 
case.  See  also,  as  to  right  of  Client  such  bonds  and  registered  as  such, 
to  direct  the  stock  to  be  bought  in  the  pledgor,  although  not  opposing 
on  a  short  sale,  Knowlton  vs.  Fitch,  this  demand  of  the  pledgee,  is  a  nec- 
52  N.  Y.  288,  rev'g  48  Barb.  493.  essary  party  to  the  action,  because 
The  same  rule  exists  in  the  case  of  a  he  has  a  right  of  redemption  by  pay- 
pledge;  the  pledgor  having  the  gen-  ing  his  debt  and  an  interest  in  any 
cral  property  in  the  pledge  may  sell  proceeds  after  satisfaction  of  his 
it,  and  comnel  its  restoration  upon  debt.  Newcombe  vs.  Ry.  Co.,  8  N. 
pa3ring  the  debt  secured  (Rozet  vs.  Y.  Supp.  366.     And  it  seems  that 
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And  where  the  Broker  sells  the  stock  without  authority, 
a  demand  therefor  is  not  necessary  to  maintain  an  action  for 
conversion,  and  such  action  may  be  maintained  although 
they  were  purchased  in  the  name  of  plaintiff's  agent.^ 

"Where  the  Broker  has  deprived  himself  of  the  power  of 
delivering  the  stocks  to  his  Client  by  selling  them,  or  other- 
wise disposing  of  them  without,  or  contrary  to,  the  instruc- 
tions of  his  Client,  an  offer  by  the  Broker  to  replace  the 
stock  does  not  bar  the  right  of  action  of  the  Client,  be- 
cause where  an  agent  has  violated  his  duty  or  instructions, 
and  made  himself  liable  to  an  action  for  damages,  nothing 
but  payment  of  the  damages,  and  accord  and  satisfaction,  or 
a  release,  is  a  bar  to  the  same.  The  offer  of  the  Broker 
to  replace  the  stock,  so  long  as  it  is  unaccepted,  affects 
neither  the  principal's  right  to  recover  nor  the  measure  of 
damages.^ 

If  the  Broker  wrongfully  hypothecate  the  stock,  his  Client 
can  follow  the  same,  and,  upon  payment  of  the  amount 
due,  compel  the  delivery  of  the  stock  to  himself ;'  and  if  the 
Client  be  compelled  to  pay  to  the  third  person  an  amount 
greater  than  that  which  he  owes  upon  the  same  to  the 
Broker,  he  can  recover  the  surplus  from  the  latter  or  his 
estate.* 

where  stocks  are  pledged  as  collai-  S.  (N.  Y.  Sup.  Gt.)  389;  rev'd,  on 

eral  security  that  the  pledgee  can-  another  ground,  81  N.  Y.  25. 

not,  whilst  his  debt  remains  unsat-  '  An  unauthorized  hypothecation 

isfied,  acquire  a  title  to  them  by  of  stocks  by  a  Broker  is  a  conver- 

virtue  of  the  statute  of  limitations,  sion,  but  it  does  not  destroy  the 

Cross  vs.  Eureka  Lake,  etc.,  Canal  original  contract  of  pledge  so  that 

Co.,  73  Cal.  302.  the  pledgor  may  demand  a  return  of 

^  Cunningham  vs.  Stevenson,  20  the  stocks  without  tender  or  pay- 

W.  D.  (N.  Y.)  82.  ment  of  the  debt.     New  York,  L.  E. 

'Clarke  vs.  Meigs,  10  Bosw.  (N.  &W.R.Co.v8.Davie8,38Hun,477. 

Y.)  337,  338;  s.  c.  22  How.  Pr.  (N.  *  And  when  the  Broker's  assigned 

Y.)  340;  Gruman  vs.  Smith,  12  J.  <&  estate  is  benefited,  he  is  entitled  to 
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Where  plaintiffs,  Stock-brokers  holding  stock  for  differ- 
rent  Clients  on  margin,  in  speculative  transactions,  pledge 
die  same  to  outside  Brokers,  who  in  turn  repledg^  or  rehy- 
pothecate the  stock  with  a  bank,  and  subsequently  the 
latter  claims  to  appropriate  and  hold  them  as  security 
for  other  diertinct  loans  made  to  the  outside  Brokers,  and  in 
consequence  thereof  the  plaintiffs  are  compelled,  under  du- 
ress, to  pay  an  excessive  amount  to  release  the  stocks,  the 
plaintiffs  have  the  right  to  maintain  an  action  against  the 
bank  to  recover  such  excessive  sum.  The  stocks  being  the 
property  of  the  Clients  and  having  been  released,  the  ex- 
tra sum  paid  to  obtain  the  custody  of  the  same  being  the 
money  of  the  plaintiffs,  the  latter  have  the  exclusive  right 
to  recover  the  same.^ 

In  London  Joint  Stock  Bank  vs.  Simmons'  it  appeared 
that  a  Stock-broker  in  fraud  of  his  pledgor  had  repledged 
negotiable  instruments  (Cedulas  bonds)  en  hloc  with  securi- 
ties belonging  to  other  persons  for  an  advance  to  him,  and 
then  absconded.  The  bank  had  no  knowledge  whether  the 
bonds  belonged  to  the  Broker  or  whether  he  had  any  au- 
thority to  deal  with  them,  and  it  had  made  no  inquiries  on 
these  points.  In  an  action  brought  by  the  owner  of  the 
bonds  it  was  held  :  That  as  there  were,  as  matter  of  fact, 
no  circumstances  to  create  suspicion  as  to  the  Broker's  au- 
thority and  power,  the  bank  was  entitled  to  retain  and 
realize  on  the  bonds,  they  being  negotiable  instruments 
taken  for  value  and  in  good  faith.    And  the  m^re  fact  that 

a  preference  over  the  other  creditors  'L.  R.  A.  C.  (1892)  201;  rev'g 
in  the  pajrment  of  such  sorplus.  s.  c.  (1891)  L.  R.  1  Clh.  Div.  270. 
Matter  of  Price,  171  N.  Y.  16.  See  the  lower  court  decision  criti- 

*  GoukL  vs.  Farmer's  Loan  and  cized  in  18  Wash.  L.  R.  293.  See 
Trasi  Go.,  23  Hun,  322,  at  p.  326.      also  Wookey  vs.  Pole,  4  B.  &  Aid.  1. 
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a  bank  knew  that  the  pledgor  was  a  Broker  is  not  suffi- 
cient to  charge  the  bank  with  knowledge.^ 

This  case  was  followed  in  Bentinck  vs.  London  Joint^ 
Stock  Bank,^  in  which  stocks  had  also  been  repledged  with 
the  Bank  by  a  Stock-broker  en  hloc  with  others  as  security 
for  a  loan  to  him,  and  transferred  and  registered  in  the 
names  of  the  bank  directors,  some  by  the  Client  himself, 
some  by  the  Broker  and  some  by  the  parties  from  whom  the 
Broker  had  purchased.  The  Client,  asserting  that  he  had 
only  authorized  the  Broker  to  repledgefor  the  same  amount 
as  he  was  indebted  to  the  Broker,  claimed  to  be  entitled  to 
redeem  from  the  bank  on  payment  of  that  amount.  The 
court  denied  this  claim,  holding  that  as  upon  all  the  evi- 
dence and  especially  upon  that  relating  to  the  "  contango  " 
system  under  which  the  Broker  had  purchased  the  stock, 
there  was  nothing  to  lead  the  bank  to  suppose  that  the  se- 
curities were  not  the  Broker's  own  property,  it  was  entitled 
to  be  treated  as  a  bona  fide  holder  for  value  without  no- 
tice ;  its  legal  title  to  the  securities  could  not  be  impeached, 
and  the  Client  could  not  redeem  without  paying  the  full 
amount  due  to  the  Bankers  bv  the  Brokers. 

In  both  these  cases  the  court  carefully  distinguished  Shef- 
field vs.  The  Banks,^  where  the  banks  had  either  actual 

^  Baker  vs.  Bank,  60  L.  J.  Q.  B.  as  to  put  it  upon  inquiry.    Mulville 

542.    See  also  Goodwin  vs.  Rob-  vs.  Bank,  27  L.  R.  (Ir.)  379.    As 

erts,  L.  R.  1  App.  Cas.  476;  Rum-  to  what  will  constitute  notice,  see 

ball  vs.  Bank,  L.  R.  2  Q.  B.  D.  194;  London  and  Canadian   Loan  and 

Hone  vs.  Boyle,  27  L.  R.  (Ir.)  137;  Agency  Co.  vs.  Duggan,  (1893)  A. 

Marshall  vs.  Bank,  61  L.  J.  C^.  465.  C.  506. 

When  the  Broker  is  apparently  the  '  L.  R.  (1893)  2  Ch.  Div;  120. 

owner,  the  subpledgee  may  compel  '13    A.    C.     333.     See     article 

registration  in  his,  the  subpledgee's,  "Fraudulent  dealing  with   client's 

name,  In  re  Tahiti  Cotton  Co.,  L.  securities"  in  27  Ir.   Law  Times, 

R.  17  Eq.  273,  but  the  subpledgee  is  167, 181,  commenting  on  the  English 

liable  if  the  circumstances  are  such  cases  cited  in  the  text,  and  also  on 
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knowledge  or  reason  to  believe  that  the  person  pledging 
negotiable  and  non-negotiable  secarities  to  them,  and  who 
was  a  money  lender  with  the  course  of  whose  business  they 
were  familiar,  had  no  farther  authority  to  repiedge  other 
than  for  the  same  sum  which  he  himself  had  loaned.  The 
banks  in  this  case  made  no  inquiry  as  to  that  amount,  but 
choose  to  rely  on  the  money  lender  not  to  repledge  beyond  it, 
and  it  was  properly  held  that  they  therefore  were  not  pur- 
chasers for  Talue,  without  notice,  and  that  the  owner  of 
the  securities  was  entitled  to  them  or  their  proceeds  upon 
payment  to  the  banks  of  the  amount  of  his  debt  to  the 
money  lender. 

If  a  Broker  pledges  a  blank  transfer  signed  by  the  owners 
of  the  certificates  it  is  constructive  notice  to  the  pledgee, 
who  should  have  inquired  into  the  Broker's  authority.^ 
The  tender  by  the  pledgor  of  a  larger  amount  then  is  justly 
due  to  the  pledgee  upon  stocks  pledged  by  his  Broker  is  not 
an  admission  that  the  pledgor  owes  the  amount  tendered,  nor 
is  it  an  estoppel  to  that  effect.'  This  conclusion  proceeds 
upon  a  like  principle  to  that  obtaining  where  a  tender  is  made 
for  the  purpose  of  obtaining  property  sold  and  in  the  hands 
of  the  tendee  claiming  to  own  the  same  and  the  tender  is 
accepted,  in  which  case  the  rule  isundoubted  that  the  money 
may  be  recovered  back.* 

In  the  case  of  Smith  vs.  Savin,'  after  the  decision  cited 
at  p.  291,  note  1,  the  plaintiff  becoming  apprised  of  the 
facts  stated  below,  amended  his  complaint  so  as  to  make  his 


several  Irish  cases  decided  about  '  Talmage  vs.  Bank,  91  N.  Y.551. 

the  same  time.  *  Brigga  vs.  Boyce,  56  N.  Y.  289; 

^  Colonial  Bank  vs.  Cady,  15  App.  Scholey  vs.  Mumfoid,   60    N.    Y. 

Cas.  287;  Fox  vs.  Martin,  64  L.  J.  498. 

Oi.  473.  *  141  N.  Y.  315. 
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action  in  effect  one  for  conversion.  On  May  8, 1894,  plain- 
tiff bad  deposited  with  B.  &  Co.,  New  York  bankers,  100 
shares  of  a  stock  as  security  for  any  indebtedness  which  he 
might  incur  to  that  firm.  On  that  day  B.  &  Co.,  without 
plaintiff's  knowledge,  pledged  this  stock  with  other  stocks 
as  security  for  a  loan  with  B.  &  Co.  Both  firms  were 
members  of  the  Stock  Exchange  and  the  loan  was  made 
subject  to  its  rules.  S.  &  Co.  were  bona  fide  holders  with- 
out knowledge  that  B.  <fe  Co.  were  not  the  real  ownos  of 
the  stocks  pledged.  On  May  14  B.  &  Co.  assigned,  and 
plaintiff  then  learning  of  the  pledge  of  his  stocks  notified 
S.  &  Co.  of  bis  interest,  and  requested  a  statement  of  the 
amount  for  which  bis  stock  was  held.  S.  &  Co.  refused  all 
information  or  to  recognize  plaintiff's  rights,  and  on  the 
same  day,  without  notice  to  him  or  to  B.  <&  Co.,  and  in 
violation  of  the  rules  of  the  Exchange,  sold  all  the  stock 
pledged,  realizing  thereby  more  than  the  debt  of  B.  <fe  Co. 
to  them,  but  excluding  the  price  of  plaintiff's  stock,  not 
enough  to  discharge  that  debt.  Plaintiff  did  not  learn  of 
the  sale  of  his  stock  until  June  21,  at  which  time  his  stock 
had  reached  par,  and  the  other  stocks  had  so  far  advanced 
that  if  then  sold  the  proceeds  would  have  entirely  repaid 
the  loan,  leaving  plaintiff's  stock  free  from  any  claim. 
The  Court  of  Appeals  affirmed  tbe  judgment  of  the  Gleneral 
Term,^  and  seems  to  proceed  on  tbe  same  theory,  i.  e.,  that 
the  plaintiff  being  tbe  undisclosed  principal  of  bis  agents, 
B.  &  Co.,  had  tbe  right  to  ratify  their  wrongful  pledge  and 
maintain  an  action  for  conversion  of  bis  property  against 
8.  &  Co.,  subject  to  their  claim  on  the  proceeds  of  his  stock 
for  the  balance  of  the  loan  after  first  selling  the  stocks 

« 60  Hun,  311. 
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pledged  belonging  to  B.  &  Co.,  and  without  anj  light  in 
them  to  apply  the  surplus  on  any  other  loan  to  B.  &  Co. 

Cases  have  arisen  when  the  order  given -to  one  firm 
of  Brokers  was  by  them  executed  through  a  second  firm 
without  the  knowledge  of  the  real  purchaser,  and  with  whom 
the  stocks  purchased  were  pledged  as  margin  for  their 
general  account  with  the  first  Brokers.  On  the  insolvency 
of  the  first  Brokers,  the  second  Brokers,  even  if  then  in- 
formed  of  the  purchaser's  claim,  are  in  such  equity  as 
entitle  them  to  sell  the  stock  for  the  purpose  of  pajring 
the  balance  of  indebtedness  on  the  general  account  for 
which  they  held  the  stock  on  pledge.^  But  if  any  surplus 
remains  that  belongs  by  right  to  the  original  purchaser,  and 
the  second  Brokers  by  having  presumptive  knowledge  of 
his  legal  right  thereto,  are  liable  to  him  for  its  amount  if 
they  pay  it  to  the  assignees  of  the  first  Brokers.' 

The  one  to  whom  the  Broker  has  hypothecated  his 
Client's  stock  is  a  bona  jide  holder  in  two  classes  of  cases, 
and  as  such  entitled  to  have  his  claim  against  the  Broker 
paid  before  he  delivers  the  stock  to  the  Client.  These 
cases  are  as  follows : 

1.  Where  no  hypothecation  has  been  authorized  by  the 
Client,  but  the  Broker  is  apparently  the  owner  of  the  stock, 
and  the  pledgee  has  no  notice  that  actually  he  is  not  such 
owner.' 

2.  Where  the  power  to  hypothecate  for  the  general  purpose 
of  the  Broker's  business  is  expressly  or  impliedly  given.^ 

» Wilkrd  vs.  V^hite,  66  Hun,  581 ;  Smith  vs.  Savin,  141  N.  Y.  315;  Le 

Le  Marchant  vb.  Moore,  79  Hun,  Afarchant  vb.  Moore,  79  Hun,  352; 

352;aff'dl50N.Y.209.  aff'd  150  N.    Y.    209,   and    cases 

"Id.  cited. 

'  WiOacd  VB.  White,  56  Hun,  581 ;  « Skiff  vs.  Stoddard,  supra;  Tal- 

Skiff  vs.  Stoddard,  63  Conn.  198;  mage  vs.  Bank,  91  N.  Y.  543. 
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The  difference  in  the  position  of  one  who  has  not 
authorized  hypothecation  and  one  who  has,  is  this :  If  the 
stocks  of  both  sach  Clients  be  hypothecated  for  the  same 
loan,  the  former  has  the  right  to  demand  that  all  the  stock 
of  the  latter  be  so  applied  as  to  extinguish  all  the  pledgee's 
claim  before  resort  is  made  to  his.^ 

He  stands,  after  informing  the  pledgee  of  his  rights, 
merely  as  a .  surety  for  the  repayment  of  the  loan  to  his 
Broker.* 

In  either  class  of  cases  the  Client's  title  is  no  further 
affected  by  the  hypothecation  than  so  far  as  the  pledgee 
acquires  the  right  to  secure  by  it  the  repayment  of  the 
amount  advanced  by  him.* 

And  if  the  stocks  hypothecated  have  been  sold  by  the 
pledgee,  the  surplus  is  to  be  distributed  to  the  owners  of 
the  stock,  preference  in  such  distribution  being  given  to 
those  who  have  not  authorized  the  hypothecation.* 

If  several  loans  have  been  made  to  the  Broker,  the 
pledgee  is  a  holder  for  value  only  to  the  extent  of  the  par- 
ticular loan  upon  the  particular  stocks,^  unless  the  loans 
are  made  generally  upon  all  the  stocks.*  And  a  Client 
whose  stocks,  together  with  others  belonging  to  his  Broker, 
have  been,  without  his  authority,  hypothecated  as  security 
for  a  loan  to  his  Broker,  made  subject  to  the  rules  of  the 
Stock  Exchange,  after  he  has  informed  the  pledgee  of  his 
ownership,  has  the  right  to  demand  that  these  stocks  be 

*  Willard  vs.   White;    Skiff   vs.  vs.  Requa,  N.  Y.  L.  J.  July  6,  1892. 

Stoddard,  supra.  *  Willard   vs.   White;    Skiff  vs. 

'  Farwell  vs.  Bank,  90  N.  Y.  483;  Stoddard,  supra. 

Smith  vs.  Savin,  141  N.  Y.  315.  •  Snuth  vs.  Savin,  9  N,  Y.  Supp. 

'  Willard   v^.   White  ;    Skiff   vs.  106;  Talmage  vs.  Bank,  supra. 

Stoddard;  Le  Marchant  vs.  Moore;  *  WUlard  vs.  White  ;  lie  Marchant 

Smith  vs.  Savin,  supra,  and  Mackie  vs.  Moore,  supra. 
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sold  in  accordance  with  the  rules  of  the  Exchange,  and  may 
treat  an  unauthorized  sale  as  a  conversion.  Therefore, 
after  the  proceeds  of  the  sale  of  the  other  stocks  have  been 
applied  to  the  payment  of  the  loan,  he  is  entitled  to  the 
highest  price  which  his  stock  reached  within  a  reasonable 
time  after  its  illegal  sale,  and  to  judgment  for  that  sum, 
deducting  therefrom  the  balance  due  the  pledgee  after 
such  application.  In  regard,  however,  to  the  other  stock 
not  belonging  to  him,  he  is  not  entitled  to  charge  the 
pledgee  with  the  highest  price  because  of  the  illegal  sale, 
provided  they  sold  at  the  full  market  value  on  the  day  of 
the  sal^.    He  then  could  have  no  cause  of  complaint.^ 

The  Client,  in  order  to  maintain  an  action  for  the  recovery 
of  the  pledged  property,  is  bound  to  show  that  no  title  passed 
to  the  pledgee,  or  that  at  some  time  prior  to  the  commence- 
ment of  the  action  he  had  become  entitled  to  the  prop- 
erty pledged,  which  may  be  shown  by  proof  that  the  debt 
for  which  it  was  pledged  had  been  discharged,  or  that  a 
tender  had  been  made  of  a  sufficient  amount  to  dis- 
charge it.' 

When  a  Stock-broker  pledges  his  customers'  securities 
en  hloc  with  a  bank  even  to  an  amount  beyond  his  indebt- 
edness to  them,  it  was  held  that  as  the  transfer  appeared  to 
be  absolute,  the  bank  took  good  title  to  hold  the  securities 
as  collateral  for  the  Broker's  indebtedness  to  it,  and  after 
payment  thereof,  the  proceeds  of  sale  belonged  to  the  cus- 
tomers pro  rata? 

'  Smiih  VB.   Savin,   supra.      See  In  such  case  so  much  of  a  Client's 

also  Talmage  vs.  Bank,  91  N.  Y.  securities  as  remain  with  the  bank 

^-  after  payment  of  their  claim  out  of 

'Thompson  vs.  Bank,  113  N.  Y.  the  proceeds  of  the  other  securities 

)  333.  will  be  directed  to  be  sold,  and  the 

•Whitlock  vs.  Bank,  2.)  Misc.  84.  broker  cannot  object  to  a  present 
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And  where  the  security  deposited  as  ooUater&l  is  sold  by 
the  Broker  to  a  hona  fide  purchaser  without  notice,  there 
must  be  a  tender  to  the  latter  of  the  amount  due  by  the 
pledgor,  before  there  can  be  a  recovery.* 

In  German  Saving's  Bank  vs.  Eenshaw '  it  appeared  that 
Stock-brokers  had  hypothecated  with  defendant  bank,  securi- 
ties deposited  with  them  as  collateral  security  for  stock 
purchased  by  them  for  plaintiff.  The  assignments  and 
power  of  attorney  endorsed  authorized  a  Male  only  of  the 
securities.  This  sale  was  to  be  made,  if  necessary,  to  cover 
the  Client's  indebtedness  in  connection  with  the  stodc  deal- 
ing transactions.  And  it  was  held  that  as  the  bank  had 
notice  that  the  securities  were  only  for  sale^  and  that  the 
endorsed  assignment  did  not  authorize  a  pUdge^  it  stood 
merely  in  the  place  of  the  original  pledgee,  and  as  nothing 
was  due  to  the  latter  by  the  pledgor,  it  was  bound  to 
restore  the  stock  to  the  owner  and  that  a  tender  of  the 
original  debt  was  not  necessary.  So  if  the  stock  belonging 
te  the  OUent  be  in  the  hands  of  a  receiver  or  assignee  of  an 
insolvent  Broker,  the  Client  can  recover  the  same  upon 
payment  of  the  amount  due  thereon.^ 

The  assignee  of  a  Broker  stands  in  the  same  relation  to 
stocks  hypothecated  by  the  Broker  as  his  assignor  stood, 
and  so  is  not  a  bona  fide  purchaser  for  value  as  against  cos- 
temers  of  the  firm  for  whom  the  stocks  had  been  purchased.' 

sale  on  the  ground  that  the  market  is  *  Demand  and  tender  are  not  nec- 

low;  s.  c.  N.  Y.  L.  J.  April  20, 1898.  essary.    In  re  Swift^  112  Fed.  Eep. 

'  Talty  vs.  Freedsman's  Bank,  93  315. 

U.  S.  321.  *  Willaid  vs.  White,  56  Hun,  581. 

'78  Md.  475.     To   same  effect  Le  Marchant  vs.  Moore,  79  Hun, 

are  TaUaferro  vs.    First    National  352;  Skiff  vs.  Stoddaid,  63  Conn. 

Bank,  71  Md.  209;  and  usage  cannot  198. 
control.    First  National  Bank  vs. 
Taliaferro,  72  Md.  164. 
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Prior  to  the  iDsolyency  the  general  creditors  of  the  Broker 
had  no  right  to  appropriate  sach  stocks  to  the  payment  of 
their  claims,  and,  after  the  assignment,  the  purchasers  may 
redeem  the  stocks  and  the  creditors  are  not  thereby  de- 
prived of  any  right  or  advantage  they  ever  had.  Nor  does 
the  fact  that  the  insolvent  Broker  had  the  stocks  trans- 
ferred to  his  own  name  on  the  corporate  books  confer  any 
sQch  right  on  the  general  creditors*^  Kor  can  the  pur- 
chasers be  deprived  of  their  right  to  redeem,  and  hold  to 
themselves  the  surplus  after  redemption,  by  the  act  of  the 
pledgees  (the  agents  of  the  purchaser's  Brokers)  in  selling  the 
stocks  without  their  knowledge  and  immediately  turning 
over  the  surplus  after  payment  of  their  claim  to  the  assignee 
of  the  purchaser's  Brokers.  In  such  a  case  the  pledgees 
are  liable  to  the  purchasers  to  the  amount  of  such  surplus.^ 

The  presentation  to  the  assignee  by  the  customer  of  a 
daim  against  the  Broker's  estate  is  not  an  election  to  hold 
the  estate  and  release  the  stocks.  He  may  still  claim  them 
if  he  can  find  them.' 

The  assignee,  therefore,  not  being  allowed  to  retain  the 
stocks,  but  they,  or  their  proceeds,  if  they  have  been  sold, 
being  subject  to  redemption  by  the  customers  for  whom 
they  were  held,  interesting  questions  arise  as  to  marshalling 
the  securities  or  proceeds  between  the  customers  and  as  to 
the  rights  of  the  sub-pledgee  if  the  stocks  have  been  hypothe- 
cated by  the  insolvent  Brokers.  In  Willard  vs.  "White  and 
Skiff  vs.  Stoddard  such  questions  arose,  and  in  Skiff  vs.  Stod- 
dard are  very  ably  treated  and  disposed  of.  In  the  latter  case 
it  appeared  that  the  Brokers,  who  carried  on  business  in  New 

*  Skiff  vs.  8toddard,  sapra.  '  Mackie  vs.  Requa,  N.  Y.  L.  J. 

'  Le  Marchant  vs.  Moore,  79  Hun,   July  6, 1892,  p.  842. 
352;  aff^d  160  N.  Y.  209. 
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Haven,  bought  and  sold  stocks  upon  their  own  aoooant, 
and  for  others.  The  largest  part  of  their  business  con- 
sisted in  buying  and  selling  upon  margins  for  customers. 
At  the  time  of  their  assignment  they  were  in  some  manner 
carrying  various  stocks  and  securities.  A  few  of  them  were 
in  their  own  hands,  others  in  the  hands  of  pledgees  from 
them,  and  others  still  in  the' hands  of  their  New  York 
agents,  who  held  them  as  security  for  advances  to  the  in- 
solvent firm.  The  accounts  of  nearly  all  the  customers 
showed  an  indebtedness  to  the  Brokers,  but  the  stocks  car- 
ried as  aforesaid  were  not  sufficient  to  fill  all  the  orders. 
The  plaintiffs  desired  to  pay  their  debit  balances  and  re- 
deem their  securities.  The  defendant  (trustee  in  insolvency) 
disputed  their  right  so  to  do. 

Prentice,  J.,  in  an  opinion  which  is  given  at  length 
because  nearly  every  possible  contingency  as  to  these 
questions  is  explained,  said  (p.  224) :  "  An  attempt  on  the 
part  of  the  several  plaintiffs  to  redeem,  raises  legal  ques- 
tions which  demand  consideration.  These  questions  relate 
to  the  necessity  of  identification  and  the  character  and  ex- 
tent of  that  identification.  The  pledge  relation  implies  the 
possession  by  the  pledgee  of  some  property  to  which  the 
pledge  attaches.  A  pledgor  seeking  to  retake  his  own  must 
be  able  to  identify  it.  The  burden  is  upon  him,  not  only  to 
establish  the  contract  relation,  but  to  point  out  the  prop- 
erty of  which  the  contract  gives  him  the  right  to  repossess 
himself  upon  redemption.  In  ordinary  cases  of  pledge, 
where  the  property  given  in  security  is  corporeal,  or  con- 
sists of  certain  kinds  of  choses  in  action,  the  means  of 
strict  identification  are  usually  at  hand.  In  cases  like  the 
present,  where  the  pledged  property  is  made  up  largely 
of  stocks,  the  problem  of  identification   becomes  compli- 
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cated  by  reason  of  the  right  in  the  pledgee  to  take  out 
in  his  own  name  a  new  certificate,  and  to  preserve  no  sep- 
aration of  particular  shares  from  other  like  shares  held  by 
the  pledgee.  A  strict  identification  of  precise  shares  is  thus 
oftentimes  rendered  impossible.  Nevertheless,  both  in  law 
and  in  fact,  shares  are  being  held  in  pledge.  Evidently 
the  rule  which  demands  identification  as  a  prerequisite 
to  repossession  must,  when  such  conditions  are  encountered, 
receive  such  reasonable  construction  and  application  as 
will,  upon  the  one  hand,  satisfy  the  purpose  of  the  rule, 
and  upon  the  other  hand  do  justice  to  the  parties.  It 
wiU  not  do  to  dispense  with  the  necessity  of  identifica- 
tion. Neither  will  it  do  to  permit  a  permissible  practice 
on  the  part  of  the  pledgee  to  deprive  a  pledgor  of  his 
property." 

^^  If  we  look  at  the  conditions  which  the  claims  of  the 
several  plaintiffs  present,  we  find  that  nearly  every  possi- 
ble contingency  exists.    These  may  be  classified  as  follows : 

'^  Class  1.  Where  it  can  be  shown  that  the  precise  certifi- 
cates of  stock  or  evidences  of  title  originally  purchased  in 
the  execution  of  a  plaintiff's  order  were  held  for  him 
by  the  Brokers  at  the  time  of  their  assignment. 

^^  Class  2.  Where  it  appears  that  certain  particular  certifi- 
cates of  stock  or  evidences  of  title  were  by  the  Brokers 
being  carried  in  fulfilment  of  a  plaintiff's  order,  although 
it  may  be  impossible  to  establish  that  such  certificates  or 
evidences  of  title  were  the  precise  ones  originally  pur- 
chased in  the  execution  of  that  order. 

"  These  classes  present  no  difficulty.  The  plaintiffs  mak- 
ing such  identification  are  clearly  entitled  to  redeem.  This 
identification  being  a  strict  one  of  precise  property,  it,  of 
coarse,  follows  that  it  must  take  precedence  of  any  general 
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identification  such  as  remains  to  be  considered,  and  gives 
to  the  fortunate  pledgor  the  first  right  to  that  which  is  so 
identified." 

"  Class  3.  Where  no  more  precise  identification  is  pos- 
sible than  that  the  Brokers  were  carrying  a  block  of  stocks 
of  a  particular  kind  sufficient  to  satisfy  the  demands  for  that 
kind  of  stock  of  all  their  customers,  including  themselves." 

"The  problem  of  identification  and  distribution  as  re- 
lated to  class  three  is  not  a  difficult  one.  If  the  Brokers 
were  at  the  time  of  their  failure  carrying  a  block  of  certain 
stock,  and  the  orders  of  their  customers  taken  together 
called  for  them  to  carry  that  amount  of  stock,  the  identi- 
fication of  that  stock  as  being  stock  carried  for  these  cus- 
tomers, the  requisite  amount  for  each,  is  clearly  reasonable 
and  sufficient.  The  shares  being  all  alike  and  merely  rep- 
resenting an  ownership  of  a  certain  undivided  interest  in 
a  corporation,  the  interests  of  all  concerned  are  satisfied  by 
a  distribution  to  each  pledgor  of  his  proper  number  of  shares." 

"  Class  4.  Where  it  appears  that  the  Brokers  were  car- 
rying a  block  of  stocks  of  a  particular  kind  not  capable  of 
the  precise  identification  contemplated  in  classes  1  and  2,  and 
the  whole  amount  of  unidentifiable  shares  is  insufficient  to 
satisfy  the  demand  of  all  their  margin  buying  customers, 
including  themselves,  but  sufficient  to  satisfy  the  demands 
of  all  such  customers,  exclusive  of  themselvps,  either  as  in- 
dividuals,  or  as  a  partnership. 

"  This  class  presents  the  same  problem  as  class  3,  modi- 
fied only  by  the  additional  factor  that  the  shares  in  the 
Broker's  hands  were  insufficient  to  meet  the  demands  of 
their  customers  and  themselves  together.  The  Brokers  had 
the  right  to  do  as  they  pleased  with  their  own.  For  their 
customers  they  were  bound  to  hold  and  carry  the  requisite 


Right  of  Client  to  Control.  289 

stocks.  If  they  did  not  have  on  hand  what  was  called  for 
by  their  customers'  contracts  and  their  own  purchases,  it 
will  be  presumed  in  the  absence  of  evidence  to  the  contrary 
that  the  situation  arose  in  a  way  consistent  with  their  right 
and  duty  and  that  the  stocks  on  hand  were  held  for  their 
customers.  This  presumption,  however,  must  yield  to  the 
fact.  If  it  appeared  that  certain  shares  wereat  thetime  ofthe 
assignment  specificully  held  by  the  insolvent  firm  upon  the 
purchases  of,  or  for  itself,  or  its  members,  and  thus,  and  not 
otherwise,  actually  carried,  the  right  thereto  of  the  trustee 
or  administrator  of  such  purchaser  and  owner  would  be  as 
clear  as  that  of  a  plaintiff  who  is  able  to  make  a  like  strict 
identification.  Should  the  exercise  of  this  right  by  the  de- 
fendant as  trustee  of  the  insolvent  Broker  reduce  the 
amount  of  any  kind  of  stock  remaining  below  that  required 
to  satisfy  the  demands  of  customers,  the  distribution  would 
fall  under  the  principles  of  class  5  to  be  considered.  Other- 
wise each  customer  would  take  his  full  quota  of  stock." 

"  Class  6.  Where  it  appears  that  the  Brokers  were  carry- 
ing a  block  of  stocks  of  a  particular  kind  not  capable  of  the 
precise  identification  contemplated  in  classes  1  and  2,  and 
the  whole  amount  of  such  unidentifiable  shares  is  insuffi- 
cient to  satisfy  the  demands  of  all  their  margin  buying  cus- 
tomers exclusive  of  themselves  either  as  individuals  or  as 
partners. 

"  Our  previous  discussion  has  eliminated  certain  of  the 
features  of  this  class.  There  remains  the  single  question  as 
to  what  shall  be  done  when  it  appears  after  all  efforts  at 
precise  identification  have  been  exhausted,  and  after  the 
claims  of  the  Brokers  as  purchasers  have  been  cut  off,  that 
)  there  remains  a  block  of  stock  insufficient  to  meet  the  de- 

mands of  all  the  pledgors  of  that  stock.    There  is  a  short- 
19 
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age  which  must  fall  to  the  loss  of  somebody.  ...  It  is 
not  possible  to  show  to  whom  it,  share  by  share,  does  be- 
long. The  shares  are  all  alike.  We  think  that  the  iden- 
tification is  sufficient  to  justify,  and  that  equity  requires, 
the  division  of  the  stock ^(7  roto  among  all  those  for  whom 
the  Brokers  were  holden  to  carry  such  stock.  This  course 
fully  protects  the  creditors  of  the  Broker.  No  stock  is 
taken  from  the  assets  of  the  firm  to  which  it  was  ever  by 
any  possibility  entitled.  It  gives  the  pledgors  their  rights 
so  far  as  may  be  and  in  an  equitable  manner."  ^ 

But  where  the  Broker  has  so  mixed  the  stock  he  has 
bought  for  his  Client,  in  hypothecating  it  with  several  pledg- 
ees on  separate  loans  by  each,  that  no  Client  can  identify 
any  of  the  stock  in  the  hands  of  any  pledgee  as  the  stock 
bought  on  his  order,  he  cannot  say  it  is  his  stock.  And  if, 
notwithstanding  such  hypothecation,  the  Broker  had  con- 
tinued to  hold  stock  enough  to  deliver  to  each  Client  all  to 
which  he  might  be  entitled  on  paying  the  amount  due  from 
him  to  the  Broker,  the  Client  could  not  claim  any  right  to 
the  hypothecated  stock ;  and  this  results  from  the  rule  here- 
tofore referred  to,  that  the  Broker  is  not  bound  to  keep  on 
hand  the  identical  stock  purchased,  but  his  obligation  to 
his  Client  is  fulfilled  if  ho  keep  on  hand  sufficient  like  stocks, 
and  be  ready  to  deliver  the  same  to  his  Client  at  any  time 
that  they  are  demanded.  These  positions  were  enforced  in 
Chamberlin  vs.  Greenleaf.^    A  pledgee,  with  whom  securi- 

^  See  also  Mutton  vs.  Peat,  2  Ch.  ure  of  damage  in  a  case  ^ere  a 

IMv.  (1000)  79;  In  re  Graff,  117  Broker  hypothecates  stocks  bdong- 

Fed.  Rep.  343;  Sillcocks  vs.  Gallau-  ing  to  his  general  Clients  and  whidi 

det,  66  Hun,  522;  Matter  of  Rerson,  cannot  be  identified  by  any  particu- 

19  App.  Div.  478.  lar  one.    See  also  Gould  vs.  Hie 

»4Ab.  NewCas.  (N.  Y.)178;and  Central  Trust  Co.,  6  id.  381,  for 

consult  this  case  also  for  the  meas-  principle  of  m<^iyl|^img  assets  real- 


Bight  of  Client  to  ControL  291 

ties  belonging  to  several  persons  are  pledged  as  collateral 
security  for  a  loan  made  thereon  to  one  having  all  the  se- 
curities in  his  possession,  and  who  wrongfully  re-pledges  or 
re-hypothecates  them,  should  pvooeed  pari  pa^su  in  the  ap- 
plication of  the  securities  to  the  satisfaction  of  the  loan, 
so  that  whatever  loss  should  be  occasioned  to  the  parties 
whose  stocks  are  wrongfully  pledged  shall  fall  on  them  rat- 
ably. Accordingly,  if  the  pledgee,  without  notice  of  the 
claims  of  the  true  owners,  sells  the  securities  of  one,  thus 
realizing  sufficient  in  amount  to  repay  his  loan  on  all  the  se- 
curities, and  leaving  in  his  hands  as  surplus  the  securities 
of  the  others,  a  court  of  equity  will  order  such  surplus  se- 
curities to  be  sold,  and  the  proceeds  applied  so  that  the  bur- 
den of  the  loan  will  be  borne  by  all  in  equitable  propor- 
tions.^   And  where  a  draft  for  money  was  intrusted  to  a 

ized  from  sale  of  pledged  stocks  to  preferred  creditors  the  proceeds 
which  have  been  re-hypothecated,  of  the  sale  of  a  customer's  stocks, 
See  also  Rich  vs.  Boyce,  39  Md.  314.  after  payment  of  the  amount  due  by 
But  although  a  Stock-broker  had  the  customer,  in  an  action  by  the 
surrendered  the  pledged  certificate  latter  to  recover  such  sum.  Adams 
and  obtained  a  new  certificate  in  vs.  Ball,  24  App.  Div.  69.  When 
his  own  name,  and  the  certificate  one  of  three  notes  with  some  bonds 
Bub-pledged  to  defendant  bank  bore  which  with  other  bonds  were  de- 
a  different  number  from  the  Client's  posited  as  collateral  have  been  sub- 
stock,  the  latter  may  nevertheless  pledged,  the  original  pledgors  may 
recover  the  certificate  from  the  bank  redeem  same  from  the  sub-pledgee 
when  the  weight  of  evidence  shows  on  payment  of  the  amount  of  the 
that  it  is  his.  Mould  vs.  Importer's  note.  McDonald  vs.  Grant,  69  St. 
&T.  N.  Bank,  72  App.  Div.  30,  even  Rep.  48.  As  to  when  interpleader 
although  he  has  presented  a  claim  will  be  refused  as  between  the  origi- 
to  the  trustee  in  bankruptcy  of  the  nal  pledgor,  the  assignee  of  the 
Broker.  Id.;Rhinelandervs.  Bank,  pledgee,  and  the  sub-pledgee,  see 
36  App.  Div.  11.  As  to  the  rights  of  Dodge  vs.  Lawson,  19  N.  Y.  Supp. 
customers  whose  stock  was  merely  904.  And  as  to  indemnity  to  sub- 
bn deposit  for  sale  and  of  those  whose  pledgee,  see  Union  Pac.  R.  Co.  vs. 
stock  was  pledged  to  the  Broker,  see  Schiff,  74  Fed.  Rep.  674. 
last  cited  case.  An  assignee  will  be  '  Gould  vs.  Central  Trust  Co.,  6 
enjoined  pendente  lite  from  paying  Ab.    New  Gas.    (N.  Y.)   381.    If, 
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Broker  to  buy  Exchequer  bills  for  his  principal,  and  the 
Broker  received  tlJe  moneys  and  misapplied  it  by  purchas- 
ing American  stock  and  bullion,  intending  to  abscond  with 
it  and  go  to  America — and  did  accordingly  abscond,  but 
was  taken  before  he  quitted  England,  and  thereupon  sur- 
rendered to  the  principal  the  securities  for  the  American 
stock  and  the  bullion,  who  sold  the  whole  and  received 
the  proceeds — held,  that  the  principal  was  entitled  to  with- 
hold the  proceeds  from  the  assignees  of  the  Broker,  who  be- 
came bankrupt  on  the  day  on  which  he  so  received  and 
misapplied  the  money.^ 
And  where  bankrupts,  in  their  character  of  Stock-brokers, 

pledged  with  the  stocks  of  the  Supp.  106.  See  this  case  on  second 
CUents,  are  also  some  stocks  of  the  trial,  141  N.  Y.  315.  Where  de- 
Brokers  themselves,  as  between  the  fendants  holding  certain  stocks  as 
Clients  and  the  Brokers,  equity  collateral  security  which  had  subse- 
would  doubtless  apply  the  Brokers  quently  been  assigned  to  the  plain- 
stocks  to  the  extinguishment  of  the  tiff,  sold  the  same  with  the  assent  of 
debt  before  resort  is  made  to  the  the  assignees;  held,  m  an  action  by 
stocks  of  the  Client,  but  where  the  the  assignees  against  the  defendants 
Brokers  have  become  insolvent  and  to  recover  the  surplus  proceeds  of 
the  rights  of  other  creditors  have  the  stock,  that  the  defendants  could 
intervened,  the  Clients  are  not  en-  claim,  against  such  surplus,  only 
titled  to  such  reUef .  It  would  in  ef-  such  an  amount  as,  if  tendered  by 
feet  give  them  a  priority  over  other  the  plaintiffs  at  the  time  of  the  aa- 
creditors.  Skiff  vs.  Stoddard,  63  signment,  with  interest  and  expendi- 
Conn.  198.  See  also  Van  Woert  vs.  tures,  would  have  cancelled  and 
Olmstead,  71  X.  Y.  Supp.  431.  discharged  the  claims  of  defendants 
Where  there  has  been  a  series  of  as  pledgees  of  the  stock;  that  the 
loans  and  stock  of  various  owners  title  to  the  surplus  moneys  at  the 
has  been  pledged  to  secure  each  time  of  the  sale  was  vested  in  the 
loan,  a  surplus  arising  on  the  sale  assignees;  and  consequently  the  de- 
of  the  stocks  pledged  on  one  loan  fendants  could  set  off  no  claim 
will  not  be  applied  to  a  loss  arising  which  they  at  that  time  held  against 
on  a  sale  of  the  stocks  pledged  on  the  plaintiff's  assignors.  Van  Blai^ 
another.  The  pledgee  is  a  holder  com  vs.  Broadway  Bank,  37  N.  Y. 
for  value  only  to  the  extent  of  the   540. 

particular  loan  upon  the  particular       *  Taylor  vs.  Flumer,  3  M.  di;  S. 
stocks.    Smith  vs.  Savin,  9  N.  Y.   662. 
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oontract  of  pledge,  the  pledgor  may  redeem  at  any  time, 
and  although  a  day  of  payment  be  fixed  he  may  redeem 
after  that  day.  He  has  his  whole  lifetime  to  redeem, 
provided  the  pledgee  does  not  call  upon  him  to  do  so,  as  he 
has  a  right  to  do,  at  any  time  in  his  discretion,  and  if 
no  such  call  be  made,  the  representatives  of  the  pledgor 
may  redeem  after  his  death.* 

Until  his  title  is  divested  by  sale  or  judicial  proceed- 
ings the  pledgor's  right  to  redeem  is  a  continuing  one, 
and  as  an  incident  to  this  right  of  redemption  he  may  at 
any  time  during  its  continuance  invoke  the  aid  of  a  court 
of  equity  and  ask  to  have  the  amount  of  his  debt  ascer- 
tained, if  uncertain.' 

This  cause  of  action  does  not  depend  upon  the  rights 
of  the  parties  as  they  existed  at  the  time  of  the  pledge, 
but  depends  upon  the  rights  of  the  pledgor  to  redeem  at 
the  time  his  bill  is  filed  and  the  cause  of  action  upon  which 
such  bill  is  founded  accrues,  not  when  the  collateral  security 
was  first  pledged,  but  when  the  right  to  redeem  was  first 
insisted  upon,  namely,  upon  the  filing  of  the  bill,  and  so  the 
statute  of  limitations  is  no  bar  to  the  action.^ 


»  4  Kent's  Com.  (14th  ed.)  138.       Roberts  vs.  Berdell,  15  Ab.  N.  S. 

>  Kent  vs.  Westbrooke,  1  Vesey,    183;  Purdy  vs.  Sistare,  2  Hun,  126. 
278;  Bailey  vs.  Drew,  supra.  The  case  of  Roberts  vs.  Sykes,  30 

•  Bailey  vs.  Drew,  supra;  Bow-  Barb.  173,  to  the  contrary  must  be 
man  vs.  Close,  20  N.  Y.  Supp.  415;  looked  upon  as  overruled.  Miner 
N.  Y.  L.  J.  August  11,  1892.  This  vs.  Beekman,  50  N.  Y.  342;  Bailey 
rule  is  also  applicable  in  an  action  vs.  Drew,  supra, 
for  the  conversion  of  the  pledge.  The  question  whether  collateral 
A  mere  omission  of  the  pledgee  to  security  for  a  time  note  is  entitled  to 
return  the  pledge  after  the  payment  days  of  grace  as  well  as  the  note  has 
of  the  debt  is  not  a  conversion.  No  been  answered  in  the  negative, 
conversion  is  committed  until  there  Rankin  vs.  McCullough,  12  Barb, 
has  been  a  demand  for  the  return  of  103. 
the  pledge  and  a  refusal  to  return. 
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The  same  principle  also  applies  to  an  action  by  the 
pledgee  to  foreclose  his  lien.^ 


T.  Bnty  of  Broker  to  Sell— ''Stop  Order. 
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The  Broker,  when  directed  to  sell,  is  bound  to  comply 
with  the  order,  and  to  sell  the  stocks  at  the  price  named 
or  at  the  market  price,  if  that  be  the  instruction.  This 
consequence  flows  from  the  ownership  of  the  stock.' 

Kor  does  the  Client  lose  the  right  to  order  a  sale 
when  his  margin  is  exhausted.  His  orders  to  sell  the 
securities  must  still  be  obeyed.  Any  other  rule  would 
permit  an  agent  to  speculate  at  the  risk  of  his  principal.^ 
So  a  Broker  cannot  refuse  to  sell  stocks  and  invest  the  pro- 
ceeds in  the  purchase  of  others,  because  the  balance  due 
him  for  advances  exceeds  the  value  of  the  stocks  ordered 
to  be  sold,  particularly  if  the  conversion  requires  no  further 
advance  from  him ;  ^  and  where  a  Client  delivers  a  speci- 
fied quantity  of  stock  to  a  Stock-broker  for  sale  with  in- 
structions to  sell  when  the  market  value  should  "  go  up," 
and  the  Broker  transfers  part  of  the  same  to  a  third  per- 
son, and  part  to  himself,  the  Client  can  treat  this  as  a  sale 
of  his  stock  ;  and  it  is  no  defence,  that  it  is  a  custom 
among  Brokers  to  place  the  stock  sent  them  for  sale  to 
their  own  names  on  the  books  of  the  company,  and,  in 
making  transfers,  to  do  so  indiscriminately,  without  re- 
gard to  the  person  from  whom  the  stock  was  received, 
or  for  whose  account  the  same  was  sold.    A  Broker,  in 

*  Bowman  vs.  Qoee,  supra.  Supp.  391;  aff'd  without  opinion, 

»Galigher  vs.  Jones,  129  U.  S.  156N.Y.703. 

t                       193.  *  Galigher  vs.  Jones,  supra. 

'  Zimmerman  vs.  Heil,  33  N.  Y. 
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such  a  case,  has  no  right  to  pledge  or  do  anything  else 
with  the  stock  except  to  sell  it;  and  the  Client  is  en- 
titled to  recover  the  market  value  of  the  stock  at  the  time 
of  its  transfer,  and  cannot  be  compelled  to  accept  from  the 
Broker  a  certificate  of  an  equal  number  of  such  shares  of 
stock.^ 

As  to  the  duty  of  the  Broker,  the  general  rules  are  the 
same  as  in  the  case  of  an  order  to  purchase — viz.,  that  the 
Broker  is  bound  rigidly  to  carry  out  the  directions  in 
respect  to  time,  price,  number  of  shares,  manner,  and 
place,  and  to  act  with  prudence  and  caution  and  the 
utmost  good  faith  .^  An  agent  with  express  authority 
to  sell  has  no  implied  authority  to  warrant,  when  the 
property  is  of  a  description  not  usually  sold  with  war- 
ranty. One  employed  to  make  a  sale  of  bank  stock  is 
not  presumptively  empowered  to  warrant  it  in  the  name 
of  the  principal,  and  the  receipt  of  the  proceeds  by  the 
owner  of  the  stock,  in  ignorance  of  an  unauthorized  warranty 
by  the  agent,  is  not  a  ratification  of  the  unauthorized  engage- 

'  Parsons  vs.  Martin,   77  Mass.  a  greater  price  could  have  been  ob- 

111.  tained  or  some  other  such  fact  must 

'  See  these  questions  discussed,  be  shown  in  order  to  rebut  the  pre- 
ante,  p.  205 ;  Bush  vs.  Cole,  28  N  ..Y.  sumption  of  the  Broker's  good  faith. 
261;  Taussig  vs.  Hart,  58  id.  425,  Day  vs.  Jameson,  supra.  Where  a 
428;  Ryder  vs.  Sistare,  15  Daly,  Broker  is  invested  with  discretion- 
90;  Day  vs.  Jameson,  33  N.  Y.  St.  ary  powers  as  to  whether  a  sale 
Rep.  379;  Smith  vs.  Bouvier,  70  Pa.  should  be  made  or  not,  he  must 
St.  325;  Jones  vs.  Marks,  40  III.  313;  exercise  his  discretion  before  selling. 
1  Lindley  on  Company  Law  (5th  But,  having  determined  upon  a  sale 
ed.),  p.  511  et  seq.,  and  cases  cited;  he  has  exercised  his  discretion,  and 
Pulsifer  vs.  Shephard,  36  111.  513;  the  execution  of  the  order  involves 
HoUingshead  vs.  Green,  1  Cin.  no  discretion  whatever.  He  is  not 
Super.  Ct.  305;  13  Ohio  Dec.  Rep.  obliged  to  personally  make  the  sale, 
565.  Where  it  is  established  that  and  he  may,  for  that  purpose,  em- 
he  has  actually  made  the  sale  at  a  ploy  a  sub-agent.  Sims  vs.  May,  16 
epecified  price,  it  must  appear  that  N.  Y.  St.  Rep.  780. 
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ment.^  An  authority  to  sell  exists  until  conntermanded  or 
reToked  by  implication ;  but  the  question  is  greatly  gov- 
erned by  usage  and  the  course  of  dealings  between  the  par- 
ties. Accordingly,  where  the  defendants,  Stock-brokers, 
were  carrying  certain  stock  for  plaintiff  on  margin  and  the 
latter,  on  Sept.  12,  1867,  wrote  to  them,  that  ^4n  case  the 
stock  should  look  like  reaction,  or  weaken,  or  have  a  down- 
ward look,  they  should  sell  for  him  50  or  100  shares,  as 
the  case  might  look ; "  to  which  letter,  two  da3rs  later,  the 
defendants  replied  that  they  thought  the  market  would  re- 
cover from  its  present  depression.  On  Sept.  17  the  plaintiff 
ordered  the  defendants  to  purchase  100  shares,  if  the  stock 
looked  like  rising.  On  the  18tb  the  defendants  boaght  for 
the  plaintiff  50  shares,  and  on  the  20th,  the  market  falling 
rapidly,  they  sold  all  the  plaintiff's  stock  without  notice  to 
him.  Held,  that  the  direction  contained  in  the  plaintiff's 
letter  of  the  12th  was  not  revoked  by  what  subsequently 
took  place,  and  defendants  were  justified  in  selling  upon  the 
fall  in  the  market.^ 

Where,  however,  an  order  has  been  given,  in  writing, 
to  sell  stock  at  a  certain  designated  figure,  evidence  is 
admissible  to  show  that  the  written  order  was  subsequently 
modified  by  an  oral  understanding."  The  question  of  modi- 
fication or  waiver  is  for  the  jury.'    Parol  evidence  is  also 

1  Smith  VB.  Tracy,  36  N.  Y.  70.  sale  of  the  stock  without  mention- 
s  Davis  vs.  Qwynne,  4  Daly  (N.  ing  the  figure,  and  the  broker  sub- 
Y.),  218;  aff'd  57  N.  Y.  676.  sequently  sold  the  greater  part  of 
'Clarice  vs.  Meigs,  10  Bosw.  (N.  the  stock  at  102,  and  sued  the 
Y.)  337.  And  where  it  appears  that  Client  for  the  loss,  it  was  held  error 
the  Client  verbally  agreed  with  the  to  exclude  evidence  of  the  verbal 
Broker's  derk  to  sell  certain  secu-  agreement,  as  part  only  of  the  cou- 
nties at  105  or  within  a  smaU  frac-  tract  was  in  the  written  order, 
tion  of  that  figure,  but  the  written  Fisher  vs.  Moller,  17  N.  Y.  Supp.  831 . 
order  of  the  Client  merely  directed  a       *  Stone  vs.  Lathrop,  109  Mass.  63. 
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admissible  to  explain  a  Broker's  contract  for  the  sale  of 
stock,  acknowledging  the  receipt  of  the  first  payment  of 
the  margin.^ 

A  Broker  is  not  authorized  to  sell  stock,  standing  in 
the  name  of  two  trustees,  upon  an  order  of  one  who  un- 
dertakes to  procure  his  co-trustee  to  join  in  the  transfer, 
unless  such  co-trustee  authorized  or  concurred  with  the 
other  in  making  the  transfer.' 

If  the  Broker  fails  to  sell  when  directed,  the  principal 
may  recover  back,  in  an  action  of  assumpsit  on  the  common 
counts,  the  margin  originally  deposited  by  him  with  the 
Broker.' 

With  respect  to  the  terms  upon  which  the  Broker  is  au- 
thorized to  sell,  he  is  likewise  bound  by  the  direction  of  the 
Client.  If  no  directions  are  given,  he  is  entitled  to  make 
the  sale  in  accordance  with  the  general  usage  of  Brokers.' 

The  general  rule  is,  that  it  is  no  part  of  the  duty  of  a  sell- 
ing Broker  to  his  employer  to  procure  payment  of  the  price, 

Ab  to  when  a  written  memorandum  Williams  vs.  Aroni,  35  La.  Ann. 

made  by  a  Broker  is  inadmissible.  1115.    If  the  sale  is  canceUed  by 

Gurley  vs.  McLennan,  17  App.  Cas.  the  Exchange  for  no  fault  of  the 

(D.  C.)  170.  Broker,  the  Client  cannot  hold  him 

^  Winans  vs.  Hassey,  48  Cal.  634.  for  damages  resulting  from  failure  to 

'Leyton  vs.  Sneyd,  2  Moo.  583.  carry  out  the  sale.  Smith  vs. 
See  also  post,  "Joint  Adventures  in  Pryor,  26  N.  Y.  St.  Rep.  928.  As 
Stocks,"  p.  31 3.  In  England  it  has  to  the  effect  of  a  usage  of  the  Peoria 
been  held  that  upon  an  investment  Board  of  Trade,  see  Rugg  vs.  Davis, 
of  capital  moneys  arising  imder  the  15  lU.  App.  647.  Where  a  statute  in- 
Settled  Land  Acts,  a  tenant  for  life  validates  a  sale  of  stock,  unless  its 
is  not  entitled  to  direct  the  trustees  requirements  are  complied  with,  the 
to  employ  a  particular  Stock-broker  Broker  cannot  escape  responsibility 
chosen  by  himself.  Re  Duke  of  in  loss  resulting  to  h\s  Client  by 
Cleveland's  Settled  Estates  (1902),  showing  a  custom  of  the  Exchange 
2  Ch.  Div.  350.  to  disregard  the  statute,  such  cus- 

'  Jones  vs.  Marks,  40111.  313.  tom     being     illegal.     Neilson     vs. 

*Ch.    IV.,    "Usages."    See  also  James,  9  L.  R.  Q.  B.  D.  546, 
Cothran    vs.    Ellis,    107   111.    413; 
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nor  to  procnre  the  execution  by  the  purchaser  of  a  transfer 
of  the  shares,  nor  to  procure  the  registration  thereof.* 

Bat  this  question  is  greatly  influenced  by  usage,  especially 
as  to  the  duty  of  the  Broker  to  receive  payment  for  the 
stock  sold ;  and  we  understand  the  usage  of  Wall  Street  to 
be  decidedly  in  that  way,  and  as  establishing  a  uniform 
and  unassailable  practice  on  the  part  of  the  Broker  to  receive 
payment  for  securities  sold,  especially  as  the  latter  is  in- 
vested with  the  possession  of  the  stocks,  and  is  clothed  with 
the  apparent  ownership  upon  which  purchasers  rely,  who  do 
not  even  know  the  principal.'  It  has  been  held,  however, 
that  a  Stock-broker  cannot  sell  upon  credit,  for  that  is  not 
the  usual  course  of  his  business.'  And  where  it  appears  that 
stocks  are  usually  sold  for  cash,  the  Broker  is  liable  for  any 
loss  which  may  occur  by  his  selling  on  credit,  although  he 
may  have  been  acting  honafide^  and  with  the  object  of  bene- 
fiting his  principal.^ 

So  also  a  Broker  employed  to  sell  shares,  who  renders 
a  sales  note  to  the  purchaser  or  his  agent,  in  his  own  name, 
is  liable  as  a  principal,  although  known  to  be  a  Broker. 
Evidence  that  it  is  the  custom  in  the  place  where  the  trans- 
action is  made  to  send  in  Broker's  notes  without  disclosing 
the  principal's  name  is  properly  rejected ;  and  the  subsequent 

« Booth    V8.    Fielding,    1    Week.  vs.  Ddafidd,  8  Paige  (N.  Y.),  527; 

Notes,  245;   Clark's  Law  of  Joint-  s.  c.  26  Wend.  192. 

stock    Companies    (Scotch),     145;  'Brown  vs.  Boorman,  11  CI.  & 

Lindley  on  Company  Law  (5th  ed.),  Fin.  1.     But  see  as  to  Brokers  gen- 

P-  51 1 .  erally,  where  usage  justifies  a  sale  on 

*  Clarke  vs.  Meigs,  10  Boew.  (N.  credit,  Goodenow  vs.  Tyler,  7  Mass. 

Y.)  337.  36;  Qark  vs.  Van  Northwick,  18  id. 

•2Kcnt'sConmi.  1024,  *622  (14th  343;  Van  Alcn    vs.  Vanderpool,  6 
ed.),  note  (6);  Baring  vs.  Corie,  2  B.  Johns.  (N.  Y.)  69;  Douglass  vs.  Le- 
ft Aid.  137,  143,  148;  Wiltshire  vs.  land,  1  Wend.  (N.  Y.)  490. 
Sims,  1  Campb.  258;  State  of  Illinois 
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rendering  of  a  different  note  describing  the  true  purchaser 
will  not  alter  this  rule.^ 

Ify  however,  a  Broker  is  employed  to  sell  shares  at  a 
certain  figure  and  he  does  so,  but  his  Client  refuses  to 
deliver  the  stock,  the  Broker,  who,  under  the  rules  of  the 
Exchange,  becomes  personally  liable  to  the  purchaser,  is 
entitled  to  go  into  the  market,  and  buy  the  shares  at  the 
best  price  possible,  and  if  at  a  loss,  he  may  recover  the  loss 
from  his  Client,  and  the  latter  cannot  say  that  he  was  not 
bound  to  deliver  the  stock  until  he  was  paid  the  price,  un- 
less it  should  appear  that  the  Broker  was  himself  the  pur- 
chaser.' 

In  this  connection  a  practice  of  Wall  Street  should  be 
adverted  to  and  explained.  Frequently  a  Client  wishes  to 
limit  a  loss  upon  stocks,  in  which  case  he  gives  his  Broker 
what  is  called  a  ^'  atop  order ^^  which  authorizes  and  directs 
the  Broker  to  sell  the  stocks  (or  to  buy  them  in,  as  the  case 
may  be)  when  they  arrive  at  a  certain  price,  in  which  event 
the  Broker  must  sell  or  buy  when  the  price  reaches  his  limit ; 
with  this  reservation,  however,  that  the  price  at  which  the 
Broker  is  directed  to  sell  or  buy  must  be  made  by  some  third 
person.'    This  may  be  illustrated  by  the  following  example : 

^  Magee  vs.  Atkinson,  2  M.  &  W.  represents  that  he  had.  In  re  Na- 
440.  And  when  a  Broker  assumes  tional  Coffee  Palace  Co.,  Ct.  App. 
to  make  a  contract  on  behalf  of  a  Ch.  Div.,  Aug.  1883;  32  Weekly  Rep. 
principal  when  he  is  not  really  au-  236;  N.  Y.  Daily  Reg.  April  9,  1884, 
thorized  to  make  the  contract,  he  is  where  the  cases  upon  this  subject 
liable  in  damages  to  the  party  in-  are  referred  to. 
jured  by  his  assuming  to  have  au-  '  Baily  vs.  Camduff,  59  Pttc. 
thority  even  although  he  does  so  by  Rep.  (Colo.)  407. 
mistake.  In  such  a  case  the  Broker  *  Anderson's  Law  Diet.,  title 
warrants  that  he  has  authority  and  "  Order,"  p.  738;  Porter  vs.  Worm- 
thereby  contracts  that  he  has  au-  ser,  94  N.  Y.  431-443;  Campbell  v& 
thority.  The  contract,  therefore,  is  Wright,  118  N.  Y.  594-698;  Wion- 
that  he  had  the  authority  which  he  kow  vs.  Clews,  20  J.  d;  S.  178. 
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If  A.,  being  the  owner  of  100  shares  of  New  York  Central 
B.  R.  stock,  should  direct  his  Broker  to  sell  the  same  when 
the  stock  should  reach  or  be  quoted  at  99,  iu  this  event  it 
is  the  duty  of  the  latter  to  sell  at  that  price ;  not,  however, 
until  some  other  Broker,  by  a  distinct  transaction,  has  made 
the  stock  sell  at  99,  it  being  the  understanding  that  a  Bro- 
ker cannot  make  that  price  himself  by  the  sale  of  the  stock. 
If,  however,  the  Broker,  when  the  stock  reaches  99,  is  unable 
to  sell  at  that  price,  it  seems,  by  the  usage  of  Wall  Street, 
that  he  can  sell  at  the  next  figure  below  99. 

Conclusions  rather  antagonistic  to  the  above  view  seem  to 
have  been  drawn  in  the  case  of  Smith  vs.  Bouvier.^  In  that 
case  the  order  was  made  by  the  Client  in  a  transaction  in 
which  lie  was  short  of  stocks,  and  was  as  follows :  ^^  Buy  for 
my  account  2,000  shares.  New  York  Central,  at  166 ;  or,  in 
event  of  that  stock  going  against  me,  take  the  2,000  shares 
in  at  ITS.''  A  Broker  testified  that  ^'  take  in"  means  to  buy. 
The  Brokers  acting  under  this  order  bought  in  the  shares  at 
an  average  of  174|,  or  |  below  the  price  mentioned  in  the 
order.  The  question  was  squarely  raised  in  the  case  as  to 
whether  this  was  an  execution  of  the  order ;  and  the  court 
said  upon  that  point,  in  charging  the  jury,  that  '^  if  the  con- 
tract of  the  plaintiffs  with  the  defendants  was  an  absolute 
one,  that  they  were  not  to  buy  in  the  stock  until  it  reached 
175  ;  and  if  they  had  no  discretion  in  the  premises  whatever, 
then,  of  course,  they  had  no  right  to  buy  it  at  a  less  price 
and  the  plaintiff's  third  point  would  be  well  taken ;  but  is 
that  a  reasonable  supposition  ?  Is  that  the  contract  which 
was  entered  into  ?  Was  it  not  rather  that  the  plaintiffs  (as 
one  of  the  Brokers  testified  to)  were  not  to  let  the  stock  go 

*  70  Pa.  St.  325. 
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beyond  175  before  buying  it  in  ?  and  is  not  that  a  reasonable 
interpretation  of  the  written  order,  in  view  of  what  was 
plainly  the  interest  of  the  defendants,  and  of  what  occurred 
at  that  time?" 

It  will  be  seen  that  the  learned  judge  left  the  question  of 
the  construction  of  the  order  to  the  jury,  and  did  not  pass 
upon  it  himself.  The  jury  found  for  the  Brokers,  and,  on 
appeal,  the  decision  was  affirmed,  no  allusion  being  made  to 
this  important  question.  Although  the  act  of  the  Brokers 
in  ^'  buying  in  "  the  stock  at  174|  might  have  been  advanta- 
geous to  their  Client,  it  was  not  in  accordance  with  the 
stop  order,  which  gave  them  the  right  to  act  only  when  the 
stock  reached  175.  As  we  have  seen,  an  agent  or  Broker 
must  obey  strictly  his  instructions,  and  it  is  no  answer  in 
his  mouth  to  say  that  by  disobeying  them  an  advantage 
accrued  to  his  principal.^  Suppose  the  stock  had  never 
reached  175,  but,  after  seUing  at  174|,  it  declined  until  it 
reached  166  ?  Here  would  have  been  a  loss  to  the  Client 
from  which  it  seems  the  Broker  could  not  have  escaped 
responsibility  by  showing  a  sale  at  174|. 

Thus  in  a  later  case  a  stop  order  was  entered  to  buy  in 
or  cover  a  short  sale  at  93|,  which  price  was  never  actually 
realized.  The  Broker,  however,  bought  in  at  91|,  which  the 
Client  repudiated,  and,  the  price  then  rapidly  falling  to  87|, 
ordered  the  Broker  to  buy  in  at  that  price,  which  the 
Broker  refused  to  do,  setting  up  the  purchase  at  91 1,  as  the 
termination  of  the  transaction.  It  was  held  that  the  Client 
was  entitled  to  recover  the  amount  that  would  have  been 
realized  had  the  Brokers  made  the  purchase  at  87f  as  or- 


^  See  cases  cited  ante,   p.   205.  of  law.     Davis  vs.  Gwyxme,  57  N. 
Construction  of  writings  a  question   Y.  676. 
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dered,  and  that  bis  right  to  order  a  purchase  at  that  price 
was  not  affected  by  the  unauthorized  sale  at  91f .  A  Client 
has  the  right  to  designate  a  limit,  at  which  the  transaction 
is  to  be  terminated,  within  that  which  his  margin  will 
cover,^  and  a  sale  by  the  Broker  before  the  point  limited  is 
reached  is  unauthorized.' 

Where  a  principal  gives  his  Broker  orders  to  sell  gold 
for  him  if  it  reach  a  certain  price,  and  that  price  is  reached, 
and  the  Broker  does  not  sell,  but  holds  on,  hoping  in  good 
faith  to  realize  a  still  higher  price  for  his  principal,  which  is 
impliedly  assented  to  by  the  latter,  but,  owing  to  a  sudden 
fall,  a  sale  at  a  lower  price  is  finally  made,  the  Broker  is 
liable  only  for  the  actual  loss  sustained.  He  cannot  be 
charged  with  any  loss  from  a  neglect  to  sell  at  the  highest 
point  reached.^  In  England  it  has  also  been  held  that  all  order 
to  sell  stocks  at  a  particular  price  must  be  obeyed  when  the 
stock  reaches  that  price,  and  if  the  Broker  did  not  sell 
when  he  might  have  done,  he  would  in  equity  be  held  to 
have  made  the  stock  his  own  from  that  time  and  ordered 
to  account  to  his  Client  at  the  price  named.' 


*  Campbell  vs.  Wright,  118  N.  Y.  N.  Y.  535,  and  for  construction  of 

594;  reported  below,  8  N.  Y.  St.  stop  order  to  sell  bonds  "at  100} 

Rep.  474.  and  100}  ex-coupons  and  accrued 

'Campbell    vs.    Wright,    supra;  hiterest,"  see  Porter  vs.  Wormser, 

Porter  vs.  Wormser,  94  N.  Y.  431 ;  94  N.  Y.  431,  where  it  was  held  that 

Gould  vs.  Trask,  10  N.  Y.  Supp.  the  sale  was  authorized  when  such 

619.    A  stop  order  may  describe  the  bonds  had  sold  in  the  market  for  a 

price  limited  by  referring  to  condi-  flat  price  which  after  deduction  of 

tions  and  contingencies.     It  is  not  the  coupons  and  accrued  interest 

essential  that  a  definite  price  be  would  leave  the  figure  at  which  the 

named.     Wronkow  vs.  Clews,  20  J.  sale  had  been  ordered. 

k  S.  176.     For  construction  of  stop  •  Hope  vs.  Lawrence,   50  Barb, 

order  where  Broker  is  instructed  to  258. 

sell  when  margin  should  fall  below  '  Bertram  vs.  Godfray,  1  Knapp 

5  per  cent,  see  Wicks  vs.  Hatch,  62  P.  C.  381. 

20 
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Beceipt  by  the  Client  of  dividends  on  the  stock  after  the 
limit  of  a  stop  order  to  sell  had  been  reached  to  his  knowl- 
edge would  be  evidence  of  a  waiver  of  the  stop  order.' 

The  term  "  stop  order  "  may  be  used,  of  course,  in  other 
then  its  ordinary  sense.  Thus  when  a  Broker  writing  to 
his  Client,  then  abroad,  for  margin,  adds,  ^^  in  the  meantime 
we  enter  stop  order,"  the  term  may  not  have  its  ordinary 
meaning,  but  that  the  Broker  will  stop  entirely  and  hold 
the  transaction  in  statu  quo  till  he  hears  from  his  Client.' 

When  therefore  the  Broker  in  his  letter  of  May  12th, 
quoted  the  price  of  certain  stock  at  105f ,  and  requested 
further  margin,  and  the  Client  on  May  24th  cabled  the 
Broker  to  sell  such  stock,  which  the  Broker  did  the  same 
day  at  95,  it  was  held  that  the  Client  could  not  make  the 
Broker  liable  for  the  difference.^ 

TI.  Special  Contract  with  Client — Joint  Adyentiires  in 

Stocks. 

But  the  usual  and  customary  obligations  of  a  Broker  may 
be  varied  and  controlled  by  special  agreement  with  his 
Client,  it  being  established  that  the  former  may  by  special 
contract  limit  his  liability  in  any  respect.^ 

^  Bertram  vb.  Oodfray,  supra.  of  the  stop  orders  had  been  reached. 

'  Wronkow  vs.  Qews,  20  J.  &  S.  And  see  also  Harris  vs.  Pryor,  18 

176.  N.  Y.  Supp.  128,  where  although  the 

'  Id.     Compare  this   case   with  Client  authorized  stop  ordera  at  1 

Gould  vs.  Trask,  10  N.  Y.  Supp.  per   cent    above    the    market,  the 

619,  in  which  case  the  Brokers  noti-  Brokers  were  held  justified  in  dos- 

fied  their  Clients  that  they  would  en-  ing  at  their  own  stop  order  of  half 

ter  a  "stop  order''  the  next  day,  on  a  point  from  the  market,  when  they 

securities  carried  by  them  on  mar-  did  not  agree  to  the  stop  order  of 

gin,    at    certain    specified    prices,  the  Client,  who  had  failed  to  furnish 

meaning    that    unless    the    Client  margins. 

meanwhile  deposited  sufficient  mar-  *  Milliken  vs.  Dehon,  27  N.  Y. 

gin  they  would  sell  when  the  limit  364;  Baker  vs.  Drake,  66  id.  518; 
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In  the  case  of  Milliken  vs.  Dehon  ^  special  authority  was 
given  to  sell  cotton  ^^  at  public  or  private  sale  or  otherwise, 
at  his  option,  for  the  most  that  it  would  bring."  The  court 
held  that  such  a  contract  authorized  the  pledgee  to  sell  at 
private  sale  without  notice,  and  modified  the  ordinary  rights 
of  a  pledgor  to  have  notice  of  the  time  and  placed  of  sale ; 
and  that  these  general  rules  could  be  legally  modified  or 
waived  by  agreement.  To  the  same  effect  was  Baker  vs. 
Drake,'  where  it  was  held  that  by  a  special  contract  a 
CUent  might  agree  that  his  business  should  be  conducted  in 
accordance  with  the  usage  of  a  particular  office,  and  that 
if  such  usage  justified  a  sale  of  stocks  where  the  margins 
were  exhausted,  without  notice,  the  Client  would  be  bound 
thereby.  But  a  provision  in  an  agreement  of  pledge  by 
whidi  the  pledgor  waives  notice  of  sale  is  not  a  waiver  of 
demand  of  payment  before  sale.' 

Wicks  vs.  Hatch  *  is  another  case  illustrating  a  dealing 
where  there  was  a  special  contract.  In  that  case,  it  appeared 
the  plaintiff  executed  to  G.  A.  W.  a  power  of  attorney  em- 
powering him  to  buy  and  sell  gold,  stocks,  and  bonds,  and  to 
execute  for  her,  and  in  her  name,  ^^  all  orders,  checks,  or  other 

Markham  vs.  Jaudon,  41  id.  235,  at  cided;  see  also  Wilson  vs.  Little,  2 

p.  244;  Wicks  vs.  Hatch,  62  id.  535;  N.  Y.  443.     An  agreement  to  cany 

Stenton   vs.   Jerome,    54*  id.   480;  wheat  until  a  specified  date  without 

Hyatt    VB.    Argenti,    3    Cal.    151 ;  further  margin,  no  sale  to  be  made 

Robinson  vs.  Norris,  51  How.  Pr.  until  ordered  by  the  Client,  does  not 

(N.  Y.)  442;  aflf'd  6  Hun  (N.  Y.),  mean  that  the  wheat  is  to  be  carried 

233.  indefinitely  without  further  margin 

*  27  N.  Y.  364.  until  such  time  as  the  Client  orders 

'  66  id.  518.  a  sale,  but  simply  that  a  sale  could 

'Cortelyou  vs.  Lansing,  2  Cai.  not  be  made  prior  to  the  specified 

(N.  Y.)  Cas.  200;  see  as  to  this  case  date  without  his  order.     Amsden 

Barrow  vs.  Paxton,  5  Johns.  (N.  Y.)  vs.  Jacobs,  75  Hun,  311. 

260,  by  which  it  is  explained  by  *  62  N.  Y.  535;  aflf'g  6  J.  &  S.  (N. 

Kent,  Ch.  J.,  that  it  was  never  de-  Y.)  96. 


808  Stock-broken  and  Stock  Exchanges. 

instraments  in  writing  whatsoever,"  which  might,  in  his  dis- 
cretion, be  necessary  in  the  business,  with  power  of  substitu- 
tion, etc.  G.  A.  W.  employed  defendants  as  Brokers,  deposit- 
ing a  sum  as  a  margin.  He  gave  to  them  a  writing  signed 
by  him,  as  attorney  for  plaintiff,  authorizing  them  to  sell,  in 
their  discretion,  at  public  or  private  sale,  without  notice,  the 
stocks  Avhich  they  might  be  carrying  for  her,  whenever  the 
margin  should  fall  below  5  per  cent.  In  an  action  to  recover 
damages  for  sales  made  at  the  Board  of  Brokers  in  pursu- 
ance of  this  authority,  defendants  set  up  as  a  counterclaim 
a  deficiency  arising  on  the  sales  after  exhausting  the  margin. 
The  court  held  that  it  was  Avithin  the  authority  of  G.  A.  W. 
to  execute  the  writing,  and  defendants  were  authorized  to  sell 
at  the  Board  of  Brokers  without  notice,  when  in  good  faith, 
and  in  the  exercise  of  a  sound  discretion,  they  deemed  the 
stiite  of  the  market  justified  it;  that  plaintiflf  was  liable  for 
any  loss  on  sales  beyond  the  amount  of  the  margin  ;  and  that 
the  same  was  proper  as  a  counterclaim.  The  court"  charged, 
among  other  things,  that  defendants  had  a  right  to  sell  when 
the  market  rendered  it  prudent,  either  for  the  benefit  or  pro- 
tection of  their  principal  or  for  their  own  protection.  Held, 
no  error,  that  from  their  peculiar  relations  as  Brokers,  hold- 
ing stock  paid  for,  mainly  out  of  their  own  funds,  defendants 
were  authorized  to  act,  and  necessarily  iti  making  sales  acted, 
for  the  protection  of  their  own  interest  as  well  as  that  of 
their  principal. 

The  case  of  Harris  vs.  Tumbridge  ^  illustrates  a  special 
contract  with  Brokers  growing  out  of  a  "straddle."  In 
that  case,  the  plaintiff  purchased  through  defendant^  a 
Broker,  a  60  days'  "  straddle" — viz.,  a  contract  by  which  the 

» 8  Ab.  New  Cas.  291;  aff'd  83  N.  Y.  92. 
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plaintiff  had  the  option  to  either  receive  or  deliver  100  shares 
of  Lake  Shore  stock  at  62|  for  sixty  days,  the  defendant 
farther  guaranteeing  that  the  stock  should  fluctuate  at  least 
8  per  cent.  The  "  straddle  "  remained  in  the  hands  of  the 
defendant.  The  day  after  the  making  of  this  contract,  the 
defendant,  without  express  authority,  sold  "  short  "  100 
shares  of  Lake  Shore  stock  against  the  "  straddle,"  and  closed 
out  the  contract  eventually  at  a  loss  to  the  plaintiff. 

Immediately  after  the  contract,  Lake  Shore  began  to  ad- 
vance in  price,  and  reached  73|  a  short  time  afterwards. 
The  plaintiff,  in  an  action  on  the  ^^  straddle,"  recovered  a 
judgment ;  and  the  court  held  that  the  subsequent  action 
of  defendant  in  purporting  to  sell  "  short "  against  the 
"  straddle  "  was  nugatory.  It  was  his  duty  to  have  closed 
the  ^^  straddle  "  contract  by  exercising  the  option  at  a  most 
favorable  time  within  the  sixty  days ;  and  a  failure  to  do  so 
made  him  liable  for  what  plaintiff  lost  by  his  neglect,  and 
that  this  result  could  not  be  affected  by  an  alleged  custom 
of  Brokers  not  known  to  the  plaintiff. 

And  where  a  Client,  at  the  commencement  of  his  dealings 
with  a  firm  of  Brokers,  deposits  with  them  money  with  an 
order  to  purchase  stocks  on  his  account,  and  receives  from 
them  an  agreement  for  his  signature,  saying  "  We  herewith 
enclose  our  usual  customer's  agreement  for  your  signature," 
and  he  signs  and  returns  the  same  to  them — which  agree- 
ment authorizes  the  Brokers  to  sell,  at  their  discretion,  at 
the  Brokers'  Board  or  elsewhere,  or  at  public  or  private  sale, 
with  or  without  advertising,  and  without  prior  demand  of 
any  kind,  upon  a  notice  to  the  Client  of  the  time  and  place 
of  sale,  of  all  or  any  gold,  stocks,  property,  things  in  action, 
or  collateral  securities  held  by  them  and  belonging  to  the 
Client — the  latter  is  bound  by  the  terms  of  the  agreement ; 
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and  would  have  been  bound,  though  he  had  never  signed  it 
or  given  any  assent  to  it,  if  he  subsequently  gave  orders  un- 
der it.^ 

But  where  there  is  a  special  contract  in  writing  between 
the  Brokers  and  their  Client,  by  which  the  ordinary  prin- 
ciples applicable  to  such  a  relation  are  set  aside  or  modified, 
and  the  dealings  under  such  contract  being  fully  closed,  new 
transactions  are  subsequently  entered  into,  the  former  writ- 
ten contract  will  not  apply  unless  the  parties  have  specially 
agreed  thereto. 

In  Bickett  vs.  Taylor'  the  Client,  in  November,  1870, 
signed  a  written  agreement  in  respect  to  certain  stock  trans- 
actions between  him  and  the  Brokers.  This  agreement 
clothed  the  Brokers  with  the  greatest  possible  power  with 
respect  to  the  use  and  sale  of  the  stock,  and  subjected  the 
Client  to  the  most  stringent  obligations  to  keep  his  margin 
at  all  times  at  10  per  cent.  The  transactions  under  this 
agreement,  and  the  accounts  in  respect  to  them,  were  fully 
closed.  More  than  two  years  afterwards  the  Client  bought 
stock  through  the  Brokers,  which  the  latter  sold  without 
notice  for  default  of  Client  to  keep  up  margins.  Held,  that 
evidence  on  the  part  of  the  Client  to  show  that  the  former 
written  contract  was  not  applicable,  but  had  been  superseded 
by  an  oral  arrangement,  was  proper,  and  the  question  should 
have  been  submitted  to  the  jury.  The  court  was  inclined  to 
the  opinion,  that  under  the  circumstances,  as  inaUer  of  law^ 
the  previous  written  contract  was  ended,  and  did  not  apply 
to  a  fresh  dealing  between  the  parties." 

*  Robinson  vs.  Norris,  51  How.  peals  suh  nom.  Burkitt  vs.  Ta^r, 
Pr.  (N.  Y.)  442;  aff'd  6  Hun  (N.  Y.), .  13  W.  D  75,  where  the  above  views 
233.  were    fully    sustained.    See    also 

» 55  How.  Pr.  (N.  Y.)  128.  Winans  vs.  Hassey,  48  Cal.  634. 

'See  this  case  in  Court  of  Ap- 
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Special  agreementB  between  the  Broker  and  the  Client 
are  sometimes  made  whereb]^  the  former  agrees  to  re- 
parchase  from  the  Client  the  secmrities  bought  f or  him^ 
on  certain  contingencies^  nsoatly  that  of  ike  Client's  dissat* 
isfaction.  Snch  a  contract,  either  between  Broker  and 
Client  or  vendor  and  vendee,  is  not  a  contract  for  the  sale 
of  good,  chattels,  or  things  in  action,  within  the  Statute  of 
Frauds,  but  is  a  provision  for  the  rescission  of  the  entire 
contract,  and  is  valid  though  oral.^  A  party  does  not  di- 
vest himself  of  an  option  to  return  purchased  securities 
at  cost  price  by  selling  them  again  with  the  same  option 
to  his  vendees,  which  is  exercised.'  Where  the  agreement  to 
re-purchase  is  without  express  limit  as  to  time,  and  is  there- 
fore to  be  construed  as  running  for  a  reasonable  period,  a 
delay  not  demanding  a  re-purchase,  in  one  case  of  three  years, 
and  in  another  of  nearly  two  years,  in  both  cases  the 
vendor  having  in  the  interim  repeatedly  urged  the  vendee 
to  keep  the  securities,  was  held  not  to  be,  as  matter  of  law, 
an  unreasonable  length  of  time.' 

When  an  option  contract  provides  that  notice  of  intention 
to  require  performance  of  the  contract  of  repurchase  is  to  be 
given  on  a  specified  day,  it  must  be  given  on  that  day,  al- 

^Johnston  vs.  Trask,  116  N.  Y.  a  promise  to  answer  for  the  debt, 
136,  and  cases  there  cited;  Wooster  etc.,  of  another  should  be  in  writing. 
TS.  Sage,  67  N.  Y.  67.  Nor  is  an  Green  vs.  Brookins,  23  Mich.  48. 
onl  contract,  whereby  a  promoter  *  Wooster  vs.  Sage,  67  N.  Y.  67. 
of  a  company  promised  plaintiff  As  to  meaning  of  agreement  to 
that  if  the  latter  would  take  two  "make  good''  amount  advanced  on 
shares  in  the  company  and  give  his  purchase  of  stock,  see  Rowley  vs. 
proiniflBory  note  therefor,  the  former  Swift,  67  Hun,  95. 
would  find  some  one  to  take  the  'Johnston  vs.  Trask,  116  N.  Y. 
shares  off  the  hands  of  plaintiff  who  136;  Wooster  vs.  Sage,  67  N.  Y.  67. 
would  not  be  put  to  any  expense  in  As  to  transactions  between  part- 
the  matter,  within  the  provision  of  ners,  see  Worn  vs.  Fry,  84  Cfel. 
the  Statute  of  Frauds  declaring  that  256. 
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though  a  holiday  other  than  Sunday,  as  the  Holiday  Acts 
do  not  affect  such  a  transaction,  otherwise  the  contract  will  be 

« 

deemed  to  be  at  an  end,  and  it  cannot  be  enforced  in  the 
absence  of  evidence  of  an  agreement  reviving  it  or  mak- 
ing a  new  contract  with  reference  thereto.^  And  a  tender 
of  the  stock,  and  an  offer  to  transfer  the  same^  must 
furthermore  be  made  on  the  day  when  performance 
is  due,^  unless  the  court  can  say  under  all  the  circum- 
stances that  time  was  not  of  the  essence  of  the  contract, 
in  which  case  tender  within  a  reasonable  time  will  sufBice.' 
But  a  repudiation  of  the  contract  before  maturity  dis- 
penses with  the  necessity  of  tender,  and  the  production 
upon  the  trial  of  the  securities,  and  an  offer  to  deliver 
over,  is  enough.* 

The  vendee  is  not,  upon  the  trial,  bound  to  prove  any 
damages,  the  obligation  of  the  vendor  being  to  repurchase 
the  securities  or  to  refund  the  cost.  It  may  be  that 
when  the  vendor  refuses  to  accept  a  return,  the  vendee 
may  dispose  of  the  property  and  sue  for  the  deficiency. 

If  the  securities  consist  of  coupon  bonds,  and  any  of  the 
coupons  are  removed  by  the  vendee,  they  must  be  de- 
ducted out  of  the  purchase-money,  but  any  profit  in  the 


*  Page  vs.  Shainwald,  169  N.  Y.  made,  which  non-residence  also  ex- 

246.     If  the   option   is  to   repur-  isted  at  the  time  the  agreement  was 

chase  at  the  end  of  one  year  after  entered  into,  does  not  dispense  with 

thirty  days'  notice,  it  is  not  neces-  the  making  of  the  tender.     Ibid, 

sary  that  such   notice   should   be  See,  however,  George  vs.  Braden,  70 

given  thirty  days  before  the  expira-  Pa.  St.  56. 

tion  of  the  year.     A  notice  any  time  '  Duchemin    vs.     Kendall,     149 

within  the  vear  is  sufficient.     Ma-  Mass.  171.     If  a  certificate  has  no 

guire  vs.  Halsted,  18  App.  Div.  228.  value,  tender  at  the  trial  is  sufficient. 

'Taylor  vs.  Blair,  36  N.  Y.  St.  Lewis  vs.  Andrews,  127  N.  Y.  673. 

Rep.  528.     Mere  non-residence  of  *  Maguire  vs.  Halsted,   18  App. 

the  party  to  whom  tender  is  to  be  Div.  228. 
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transactioii  stands  on  a  different  footing,  and  cannot  be 
regarded  as  any  part  of  the  property  to  be  returned.^ 

Joint  Adventures  in  Stocks. 

There  are  a  few  cases  which  illustrate  a  dealing  in  securi- 
ties for  speculation  on  joint  account  or  for  the  joint  benefit 
of  the  parties  engaging  therein. 

It  is  npt  an  uncommon  occurrence  in  stock  operations  for 
the  joint  account  of  two  or  more  persons,  for  one  of  the  par- 
ties to  furnish  the  '^  information,"  or  facts,  upon  which  the 
transaction  is  made,  and  the  other  person  to  contribute  the 
capital  or  means  to  carry  on  the  operation.  And  the  courts 
have  held,  that  the  contribution  of  information  which  is  used 
as  a  basis  for  operations  in  stocks  is  a  sufficient  consideration 
for  an  agreement  to  give  the  party  furnishing  the  same  an 
interest  in  the  profits  of  the  transaction. 

In  the  case  of  White  vs.  Drew '  the  plaintiff,  being  in  pos- 
session of  valuable  information  in  relation  to  a  certain  stock, 
which  he  proposed  to  impart  to  defendant  upon  condition 
that,  if  defendant  should  consider  it  sufficiently  important  to 
warrant  his  acting  upon  it,  he  (defendant)  should  hold  5000 
shares  of  such  stock  at  cost  for  plaintiff's  account  and  at  his 
risk,  and  subject  to  his  orders  for  a  period  of  sixty  or  ninety 
days,  to  which  defendant  assented,  and  thereupon  plaintiff 
imparted  said  information,  which  defendant  accepted  and 
acted  upon,  pronouncing  it  the  best  "  point"  he  had  heard 
of  in  along  time,  the  court  held  that  the  moment  the  in- 
formation was  given,  and  the  transaction  assented  to  by  de- 
fendant, it  was  an  executed  contract,  and  the  defendant  bore 
the  same  relation  to  the  plaintiff  in  regard  to  this  stock  as 

» WooBter  vs.  Sage,  67  N.  Y.  67.  » 56  How.  Pr.  (N.  Y.)  63. 
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Stock-brokers  ordinarily  bear  to  Clients  for  whom  th^  are 
carrying  stocks.  The  role,  that  where  one  offers  a  rewaid 
for  information  he  is  bound  by  his  contract  to  the  one  who  re- 
sponds to  his  offer,  applies  with  equal  force  to  the  case  where 
information  is  proffered  by  one  and  accepted  by  another 
under  a  contract  by  him  to  carry  certain  stocks  for  the  benefit 
and  profit  of  the  party  imparting  the  information.  And  re- 
liable  information,  as  to  facts  upon  which  the  future  price  of 
a  stock  will  depend,  is  a  sufficient  consideration  to  uphold  an 
agreement  or  contract  in  relation  to  such  stock.  Such  in- 
formation, the  court  said,  being  concededly  of  great  value, 
is  just  as  effective  to  take  the  case  out  of  the  statute  of 
frauds  as  if  a  cash  payment  had  then  been  made.^ 

In  Marston  vs.  Gould  ^  the  parties  engaged  in  a  joint  ad- 
venture in  the  purchase  and  sale  of  stock,  under  an  agree- 
ment, by  which  defendant  was  to  furnish  the  funds,  and  to 
bear  the  loss  if  the  operations  should  result  in  loss ;  the  net 
profits,  if  any,  to  be  divided  in  certain  proportions.  No  pro- 
vision was  made  fixing  a  limit  of  time  for  the  continuance 
of  the  operations,  or  for  closing  them  and  settling  the  ac- 
counts. The  courts  held  that  the  arrangement  was  termi- 
nable at  any  time  at  the  will  of  either  of  the  parties,  and  that 
either  could  maintain  an  equitable  action  against  the  other 
for  an  accounting  or  for  the  adjustment  of  losses  sustained 
by  the  misconduct  of  the  other,  without  regard  to  the  ques- 
tion whether  or  not  they  were  to  be  regarded  as  partners  ^n^ 
sese.  By  arrangement,  the  Brokers,  through  whom  the  joint 
operations  were  conducted,  kept  the  account  thereof  under 

^  56  How.  Pr.  (N.  Y.)  53.    In-  eratioa  for  a  promise  to  divide  such 

formation  furnished  by  one  Broker  commissions.    McLaughlin  vs.  Bar- 

which  enables  another  to  effect  a  nard,  2  £.  D.  Smith,  372. 

sale  or  purchase  and  thereby  earn  '  69  N.  Y.  220. 
commissions  is  a  sufficient  consid- 


Joint  Adyentores  in  8t4)ck8.  Sl5 

the  letter  ^^  M."  By  direction  of  defendant  this  account 
was  closed,  and  the  stock  on  hand,  purchased  under  the 
agreement,  was  transferred  to  his  individual  account.  It 
did  not  appear  that  the  certificates  of  the  stock  were  dis- 
turbed. In  January,  1872,  there  was  a  sudden  rise  in  the 
market,  when  plaintiff  made  a  formal  call  upon  defendant  to 
sell  the  stock  and  account  to  plaintiff  for  his  portion  of  the 
profits ;  and,  upon  his  failure  to  comply,  brought  this  action. 
Upon  the  trial,  defendant  offered  to  prove  that  he  sold  all 
of  the  stock  held  on  "  M  "  account  before  January  9,  1872. 
This  was  excluded  solely  because  not  connected  with  an 
offer  to  prove  that  the  sale  was  made  avowedly  on  joint 
account.  Held,  error ;  that  if  defendant  had  authority  to 
sell,  it  was  not  necessary  to  make  known  at  the  time  of  the 
sale  that  it  was  made  on  joint  account ;  and  if  he  made  the 
sale  in  good  faith  in  the  ordinary  way,  plaintiff  was  bound.^ 
So  in  an  action  for  an  accounting  on  the  purchase  of  stock, 
where  the  only  question  between  the  parties  is,  whether  the 
purchase  w^s  joint  or  several,  and  the  testimony  is  confiict- 
ing  between  them,  the  point  will  be  considered  settled  in 
favor  of  the  plaintiff,  as  a  joint  purchase,  where  it  appears 
that  the  defendant  had  previously  rendered  an  account  to 
the  plaintiff  for  the  latter's  share,  adding  interest  and  com- 
mission to  that  date,  stating  that  the  purchase  was  joint 
and  containing  the  actual  interest  of  each  of  them  in  the 
enterprise.* 

^  09  N.  Y.  220.  tiff  to  receive  a  specified  amount 
'  Crosby  vs.  Watts,  49  How.  Pr.  thereof.  In  an  action  to  compel 
(N.  Y.)  364;  aff'd  41  N.  Y.  Super,  specific  performance,  held  that  a 
Ct.  208.  And  where  plaintiff  with  trust  was  created,  involving  an  ob- 
others,  advanced  a  sum  of  money  to  ligation  to  use  the  funds  for  the 
defendant  to  be  used  in  purchasing  purpose  for  which  they  were  sub- 
certain  stocks  and  bonds,  the  plain-  scribed,  which  the  defendant  could 


\ 
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Under  an  agreement  for  a  joint  venture  in  stock,  to  be 
held  by  one  party  for  thirty  days,  the  other  party  to  bear 
all  the  loss,  if  any — held,  that  the  former  could  not  recover 
the  deficiency  on  a  decline  in  price  without  proving  an  actual 
sale  at  a  loss  within  thirty  days.^ 

So  in  an  action  on  an  agreement  to  pay  a  certain  portion 
of  the  profits  of  a  joint  adventure,  upon  condition  that  in- 
formation furnished  by  the  plaintiff  should  prove  true,  the 
burden  of  proof  is  on  the  plaintiff  to  show  that  the  infor- 
mation was  true ;  although,  if  there  were  no  such  expressed 
condition,  the  burden  Avould  be  upon  the  defendant  to  prove 
falsity,  if  he  relied  upon  that  defence.' 

not  avoid  by  showing  that  he  chose  ^  Monroe  vs.  Peck,  3  Daly,  128. 

to  use  his  own  funds,  and  purchase  '  Strong  vs.  Place,  4  Robt.  385 ; 

for  himself;  that  the  transaction  s.  c.  33  How.  Pr.  (N.  Y.)  114.     The 

was  not  avoided  by  the  statute  of  case    of    Luders   vs.  Rasmus,    14 

frauds;  and  plaintiff  was  entitled  to  N.   Y.   W.  D.  221,  also  arose  out 

a  transfer  of  the  portion  which  fell  of     joint     adventures     in     stock, 

to  him  according  to  his  subscrip-  The    plaintiff     agreed     with     de- 

tion.      Johnson    vs.     Brooks,     46  fendants   to    purchase    bonds   and 

Super.  Ct.  (J.  &  S.)  13.     But  if  the  stocks  for  them,  he  to  receive  one 

plaintiff  upon  the  joint  adventure  third   of   the   net    profits    and   be 

has  received  the  money,  bought  and  chargeable   with    one  third   of  the 

sold  the  stock,  and  holds  the  pro-  losses  thereon.     Certain  bonds  pur- 

ceeds,  he  cannot  sustain  an  action  chased  by  him  turned  out  to  be 

for  an  accounting.    Conger  vs.  Jud-  counterfeits;  the  loss  thereon  was 

son,  N.  Y.  L.  J.  August  1,  1901.  afterwards  partially  made  good  and 

The  trust  relation  must  be  estab-  plaintiff     was    credited    with    one 

lished  and  that  defendant  received  third  of  the  net  amount  received, 

plaintiff's     money,     Schantz     vs.  The  agreement  was  thereafter  mod- 

Oakman,  163  N.  Y.  148,  and  the  ified  so  that  plaintiff   could  only 

burden  is  upon  defendant  to  show  draw  a  certain  amount  of  hb  share 

that  his  trust  has  been  performed,  of  the  profits  per  month,  the  excess 

Marvin  vs.  Brooks,  94  N.  Y.  71.  to  be  applied  on  the  charge  for  loss. 

The  judgment  should  be  against  all  The  following  year  plaintiff  left  the 

jointly  liable,  although  some  were  business.     In  an  action  to  recover 

not   served    with    process.     Stem-  an  amount  alleged  to  be  due  him, 

\  berger  vs.  Bemheimer,  121  N.  Y.  held,  that   plaintiff   having    aban-. 

194.  doned  the  means  provided  by  the 
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An  interesting  case  upon  the  question  of  the  right  to  par- 
ticipate in  the  profits  of  certain  stock  is  that  of  Jones  vs. 
Eent.^  In  that  case  defendant's  intestate  gave  to  the  plaintiff 
a  paper  containing  these  words :  "  Keceived  of  J.  "W.  Jones, 
by  agreement,  one  thousand  shares  of  St.  Joe  Lead  stock,  for 
which  I  paid  him  $3000.  The  understanding  is  that  I  am  to 
give  said  Jones  one  half  of  whatever  price  the  same  is  sold 
for,  when  sold,  over  and  above  that  sum."  Whereupon  the 
stock  was  delivered  by  plaintiff.  The  latter  brought  an  ac- 
tion to  enforce  the  trust,  the  stock  having  increased  very 
much  in  value ;  and  the  court  below  held  that  the  instrument 
expressed  an  absolute  purchase  and  sale  free  from  any  trust, 
and  gave  exclusive  discretion  or  option  to  the  buyer  as  to 
whether  he  would  sell,  and,  if  so,  when,  subject  only  to  the 
obligation  to  pay  over  one  half  of  any  excess  in  case  he  should 
choose  to  sell,  and  should  sell  at  an  advance.  The  Court  of 
Appeals  reversed  this  ruling,  and  decided  that  it  was  apparent, 
from  an  inspection  of  the  writing,  that  the  last  clause  was  aa 
inducement  of  the  sale  and  part  of  the  consideration  thereof ; 
and,  the  party  making  the  instrument  having  died,  his  repre- 
sentatives would  be  compelled  to  carry  the  same  into  effect ; 
but  that  plaintiff  could  not  recover  any  dividends  or  other 
income  received  by  defendant's  intestate,  the  contract  not 
covering  the  same.  A  portion  of  the  stock,  however,  had 
been  exchanged  into  bonds  of  the  same  company,  and  it  was 
held  that  plaintiff  was  entitled  to  one  half  interest  in  the 
avails  of  the  same,  after  deducting  any  money  paid  to  com- 
plete the  conversion  of  the  stock  into  bonds. 

modified  agreement  for  paying;  the  share  of  the  balance  of  loss  was  re- 
balance due  from  him  by  the  appli-  coverable  by  defendants  by  way  of 
cation  of  the  surplus  profits,   his  counterclaim, 
original  liability  revived   and  his  >  80  N.  Y.  585,  rev'g  13  J.  k  S.  66. 
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The  court  did  not  pass  apon  the  question  whether  the  intes- 
tate had  the  right  to  choose  the  time  of  sale,  so  that  this  dis- 
cretion could  not  be  interfered  with  by  the  plaintiflf.  It 
Avould  seem,  however,  that  such  agreements  are  to  be  con- 
strued according  to  the  circumstances  of  each  case,  and  that 
no  general  rule  can  be  laid  down.  But  it  is  clear  that  the 
party  possessing  the  discretion  cannot  seek  to  exercise  it  un- 
reasonably against  the  other  party  to  the  agreement. 

So  in  an  action  to  recover,  with  dividends,  certain 
shares  of  telegraph  stock,  claimed  to  be  in  defendant's 
hands,  and  to  belong  to  plaintiff,  as  assignee  of  S.  &  Oo., 
it  appeared  that  in  March,  1854,  the  stock  was  placed  in 
defendant's  hands,  under  a  contract  that  he  was  to  do  the 
best  he  could  with  it,  "  and  to  have  one  half  of  the  proceeds." 
At  that  time  the  stock  was  comparatively  worthless.  De- 
fendant retained  the  stock,  and  dividends  were  made  upon  it. 
February,  1865,  S.  &  Co.  demanded  the  stock,  which  defend- 
ant declined  to  give  up.  No  request  was  made  to  sell 
the  same.    When  the  demand  was  made  it  had  reached  a 

higher  point  than  it  had  touched  at  any  time  since  it  was 
placed  in  defendant's  hands. 

Upon  the  trial  it  was  adjudged  that  plaintiff  was  the  owner 
of  the  stock  and  entitled  to  a  transfer  thereof,  and  to  the  divi- 
dends received  and  interest  thereon.  But  the  judgment  in 
respect  to  the  dividends  was  modified,  and  it  was  held  that 
plaintiff  was  entitled  to  the  whole  of  the  stock.  On  appeal 
this  was  held,  error ;  that  as  no  request  was  made  to  sell,  and 
as  no  injury  had  accrued  to  plaintiff  by  the  delay,  and  as  there 
was  no  failure  on  the  part  of  defendant  to  fulfil  his  contract, 
he  should  receive  one  half  of  the  avails  of  the  stock  and  of 
the  dividends  actually  paid  to  him.^ 

» Wight  vs.  Wood,  12  N.  Y.  Week.  Dig.  529,  s.  c.  85  N.  Y.  402. 
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The  case  of  Butler  vs.  Finck^  should  also  be  noticed  ia 
this  connection,  as  bearing  upon  the  question  as  to  how  far 
a  joint  speculation  will  constitute  the  parties  engaged  there- 
in, partners,  so  as  to  render  one  of  them  liable  for  the  fraud 
of  his  co-operator.  There  the  defendant  entered  into  an 
agreement  with  his  brother-in-law,  B.,  to  the  effect  that  he 
should  conduct  certain  stock  speculations  for  B.'s  benefit, 
collecting  information  of  such  a  character  as  to  justify  the 
purchase  of  stocks,  and  giving  his  time  and  attention  to  the 
purchase  and  sale  thereof ;  for  these  services  be  was  to  re- 
ceive one  third  of  the  net  profits,  the  margin  to  carry  the  ac- 
count being  furnished  by  B.  The  defendant  knew  that  B. 
was  a  book-kee{3er  in  the  employment  of  the  plaintiff,  and 
had  no  means  outside  of  his  salary.  On  April  23,  1879,  the 
defendant,  claiming  that  his  share  of  the  profits  amounted 
to  $6818.48,  received  from  B.  an  order  upon  his  Broker  for 
that  sum,  which  was  paid  by  the  drawee.  Subsequently  B. 
absconded,  and  it  was  then  learned  that  he  had  stolen  bonds 
from  the  plaintiff,  and  pledged  them  to  secure  his  account 
with  the  Broker,  by  whom  some  had  been  sold  and  others 
pledged.  It  appeared  that  the  sum  received  by  the  defend- 
ant was,  in  fact,  one  third  of  the  profits  actually  made  by 
him  while  conducting  the  account,  and  also  that  B.  had,  with- 
out his  knowledge,  speculated  on  his  own  account,  both  be- 
fore and  after  the  times  referred  to.  It  was  not  shown  that 
the  defendant  knew  that  B.  had  stolen  the  bonds  until  after 

»21  Hun  (N.  Y.),  210.  It  was  sions  and  was  to  bear  half  the 
held  in  Sutton  vs.  Gray,  (1894)  1  Q.  losses,  was  not  a  partnership  agree- 
B.  285,  that  an  agreement  between  ment,  and  did  not  come  within  the 
a  member  of  the  Exchange  and  a  4th  section  of  the  Statute  of  Frauds 
non-member,  by  which  the  latter,  on  so  as  to  require  the  agreement  to  be 
business  introduced  by  him,  was  to  in  writing, 
receive  half  the  Broker's  commis- 
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he  had  absconded.  The  defendant  having  refused  to  accoant 
to  the  plaintiff  for  the  amounts  received  by  him,  an  action 
was  brought  to  recover  damages  for  the  conversion  of  the 
bonds ;  and,  upon  the  trial  thereof ,  the  court  directed  a  ver- 
dict for  the  plaintiff,  for  the  entire  amount  lost  by  the  ab- 
straction of  the  bonds,  on  the  theory  that  the  defendant  and 
B.  were  co-partners  in  the  transaction,  and  that  the  former 
was  therefore  liable  for  the  acts  of  the  latter.  It  was  held, 
that  this  was  error,  and  that  the  question  as  to  whether  or 
not  a  partnership  existed  between  B.  and  the  defendant 
should  have  been  submitted  to  the  jury.  It  was  doubted 
whether  in  any  event  the  defendant  was  liable  for  the  amount 
actually  received  by  him  from  B.^ 

And  where  an  agreement  was  made  between  three  per- 
sons to  share  the  profits  and  losses  of  a  single  transaction, 
the  parties  do  not  become  partners  so  as  to  render  an  ac- 
counting necessary,  and  if  the  speculation  has  proved  a  loss, 
and  one  of  the  parties  has  paid  the  entire  loss,  he  may  re- 
cover one  third  of  the  loss  from  the  representative  of  one 
of  the  parties  who  had  died,  without  naming  the  other  as  a 
party  to  the  action.^ 

Where  A.,  in  pursuance  of  a  parol  authority  from  B,  pur- 
chases stock  in  his  own  name  on  the  joint  account  of  him- 
self and  B.,  the  latter  becomes  the  owner  of  one  half  the 

^  An    agreement   by  which  one  general    question    as   to   whether 

party  loans  money  to  another  to  be  joint   operators   are   partners,   see 

used  in  joint-stock  speculations,  the  Parsons  on  Partnership  (4th  ed.),  50, 

profits  of  which  were  to  be  equally  51;  also  as  to  joint  adventures  in  a 

divided  and  the  money  loaned  re-  purchase  or  enterprise,  see  King  vs. 

turned,  nothing  being  said  as  to  the  Wise,  43  Cal.  628;  Flagg  vs.  Mann,  2 

losses,  constitutes  the  parties  co-  Sumner,  486;  Reilly  vs.  Freeman,  1 

partners,  the  copartnership  being  App.  Div.  560. 

terminable  at  will.     Sims  vs.  Vyse,  '  Burleigh  vs.   Bevan,    22  Misc. 

13  N.  Y.  St.  Rep.  355.     Upon  the  38. 
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stock,  and  liable  to  pay  A.  the  amount  advanced  therefor ; 
and  no  written  assignment  of  the  stock  from  A.  to  B.  is  nec^ 
essary,  to  render  B  liable  j^r  his  proportionate  share  of  the 
parchase-money.^ 


*  Stover  vs.  Flack,  41  Barb.  (N.  J,  Sc8.  1.    Where  bonds  were  pur- 

Y.)162,afif'd30N.Y.64.  And  if  the  chased  by  plaintiff,  there  being  an 

stock  is  worthless  he  is  not  bound  to  agreement  that  another  who  did  not 

attempt  to  sell  it  in  the  market  be-  become  part  owner  of  the  bonds 

fore  commencing  his  action.     Ibid,  should  share  in  the  profits  and  loss- 

Unless  otherwise  stipulated  parties  es,  but  the  plaintiff  advanced  all  the 

to  a  joint  account  are  entitled  to  money  and  had  the  exclusive  right 

share  in  the  profits  and  liable  to  of  possession,  the  defendants,  Brok-; 

divide  the  loss  in  proportion  to  the  ers,  who  acted  in  the  purchase  could 

amount  of  the  purchase  money  each  not,  when  sued  for  conversion,  set 

has  advanced.     Boardman  vs.  Gail-  up  that  such  third  person  was  a 

lard,  60  N.  Y.  614.     See  generally  necessary  party;  they  had  no  equity 

on  subject  of  "joint  account''  and  to  place  the  latter  in  any  other  rela- 

several  liability  in  stock  transac-  tion  to  plaintiff  than  had  been  as- 

tions,  Quincey  vs.  White,  63  N.  Y.  sumed  by  the  parties  themselves 

370,   377,   378;   Kimball   vs.   Wil-  under  the  agreement.     Wyckoflf  vs. 

liams,  65  N.  Y.  Supp.  69.     In  an  Anthony,  90  N.  Y.  442.     A  claim 

action  to  recover  capital  contrib-  for  damages  growing  out  of  a  breach 

uted  for  the  purpose  of  engaging  in  of  warranty  or  fraud  by  the  seller 

joint  speculations,  a  recovery  can  belongs  to  joint  buyers  jointly^  and 

only  be  had  by  proof  that  there  had  cannot  therefore  be  set   up  in  a 

been  no  transaction  on  joint  ac-  separate    counterclaim   of   any   of 

counts,  and  where  there  have  been  them.     Hopkins  vs.  Lane,  87  N.  Y. 

such  transactions  resulting  in  total  501.     Where  in  an  action  for  an  ac- 

loss  of  the  capital,  the  complaint  counting  as  to  joint  transactions  in 

must  be  dismissed.     Sims  vs.  Vyse,  stocks  by  copartners,  the  plaintiff's 

13  N.  Y.  St.  Rep.  355.     Joint  ac-  right  to  an  account  is  established 

count  may  be  proved  by  showing  and  the  referee  states  such  account, 

original  authority  to  buy  or  sell;  or  and  directed  further  that  certain 

if  there  be  no  such  authority  by  sub-  bonds  and  stocks  be  delivered  by 

sequent  ratification.     Wheeler  vs.  defendant  to  several   persons  not 

Sedgwick,  94  U.  S.  1 .     The  sale  of  mentioned  in  the  complaint,  nor  par-; 

stock  by  one  of  the  parties  to  a  joint  ties  to  the  suit,  held  that  the  direo- 

account  without  the  knowledge  or  tions  of  the  judgment  with  reference 

consent  of  the  others,  is  a  conver-  to  these  persons  not  parties  to  the 

sioB,  and  the  parties  not  consulted  suit  were  improper;  that  the  referee 

are  not  liable  for  any  loss  occurring  should  have  directed,  when  he  found 

thereby.     Thompson  vs.  Brown,  2  outside  parties  had  claims  against 

21 
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But  where  two  parties  agree  to  operate  jointly  in  stocks, 
and  one  of  them  accordingly  opens  an  accoant  in  bis  own 
name  with  a  Stock-broker,  without  disclosing  the  name  or 
interest  of  the  other  party  in  the  transactions,  and  individ- 
ually manages  and  directs  the  operation,  and  the  Broker 
has  no  knowledge  of  the  other  person,  the  latter  cannot  re- 
cover bis  interest  in  the  profits  of  specified  operations,  ignor- 
ing the  balance  of  the  accoant.  He  cannot  isolate  certain 
items  from  the  account,  and  recover  them  simply  for  the 
reason  that  he  bad  no  interest  in  the  other  transactions 
going  to  make  up  the  whole  account  from  which  losses  re- 
sulted. The  Brokers,  having  dealt  in  ignorance  of  the  rights 
of  the  other  owner,  may  insist  that  the  entire  dealings  shall 
be  closed,  as  if  the  person  operating  the  account  were  the 
only  one  interested.^  The  mere  fact  that  a  check,  paid  out 
by  a  member  of  the  firm,  is  in  the  name  of  the  firm,  is  not 
su£Scient  notice  to  the  parties  receiving  it  that  it  is  partner- 
ship property,  nor  enough  to  put  them  on  inquiry  before 
crediting  the  amount  to  the  private  account  of  the  partner 
of  whom  they  receive  it.' 

Although  a  Broker  may  make  a  hard  and  unconscionable 
bargain  in  a  joint  speculation  in  stocks  in  which  he  procures 
from  his  contractee  a  guarantee  against  all  losses  and  that 

the  firm  property,  the  appointment  posits  moneys  in  the  absence  of  the 
of  a  receiver,  who  should  ascertain  other,  the  htisband  is  presumed,  in 
the  valid  claims  and  distribute  the  the  absence  of  evidence,  to  own 
same,  etc.  Mifflin  vs.  Brooks,  fS  half  at  least  of  the  sum  standing  to 
N.  Y.  Week.  Dig.  531.  their  credit.     Gelster  vs.  The  Syrar 

*  Read  vs.  Jaudon,  35  How.  Pr.  cuse  Savings  Bank,  17  N.  Y.  WeMy 
(N.  Y.)  303.  See  also  Jaycox  vs.  Dig.  137.  As  to  effect  of  joint  de- 
Cameron,  49  N.  Y.  645.  posit  of  money  in  a  savings  bank, 

'Sterling  vs.  Jaudon,  48  Barb,   see  Mulcahy  vs.  Emigrant  Indus- 
(N.  Y.)  450.    Where  husband  and  trial  Savings  Bank,  15  N.  Y.  Wetk. 
wife  have  a  bank  account  in  their  Dig.  27. 
two  names,  and  each  draws  and  de- 
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his  (the  Broker's)  profits  on  the  transaction  should  in  any 
case  amount  to  a  certain  sum,  the  parties  advancing  the 
capital  in  ahout  equal  shares,  the  relationship  between  the 
parties  is  that  of  copartners,  and  not  that  of  borrower  and 
lender,  so  as  to  enable  the  contractee  to  interpose  the  de- 
fence of  usury  .^ 

yn.  Sales  for  «« Short  Aeconnt" 

(a.)  Nature  of  ''ShcH  Sale:' 

A  "short  sale"  of  stocks  has  already  been  defined.  By 
such  a  sale  the  Client  expects  to  be  able  to  deliver  the  stock 
at  a  lower  price.  In  case  the  sale  of  the  stocks  is  made 
"  regular  "  (that  is,  not  upon  time,  seller's  option),  the  party 
selling  is  bound  to  deliver  them  on  the  next  day  after  the 
sale  is  ^  made,  in  which  case,  not  having  the  stocks  which 
he  has  sold,  he  is  compelled  to  borrow  them,  and  to 
deliver  such  borrowed  stocks.  If,  however,  as  is  fre- 
quently the  case,  the  stocks  are  sold  deliverable  in  the 
future — ^that  is,  "seller's  option"  or  "buyer's  option" — 
then,  and  in  such  event,  it  is  not  necessary  for  the  vendor 
to  deliver  the  stocks  until  the  expiration  of  the  option, 
or  until  the  buyer  calls  for  them,  as  the  case  may  be.' 
In  Enowlton  vs.  Fitch,^  Mr.  Justice  Bapallo  defined  a  "  short 

» Orvis  vs.  Curtiss,  157  N.  Y.  057.  118  N.  Y.  594;  Lazare  vs.  Allen,  20 

See  further  as  to  joint  adventures  in  App.  Div.  616;  Smith  vs.  Bouvier, 

stocks,  and  as  to  opening  an  account  70  Pa.  St.  325;  Maxton  vs.  Gheen, 

stated.     Berdell  vs.  Allen,  22  J.  &  S.  75  id.  166. 

38;  aff'd  116  N.  Y.  661.  « 52  N.  Y.  288.     As  to  difference 

'See,  for  cases  defining  "short  between  "short  sale"  and  one  at 

sales,"  White  vs.  Smith,  54  N.  Y.  seller's  option  where  the  seller  owns 

522;  Wicks  vs.  Hatch,  62  id.  535;  the  stock  contracted  to  be  sold,  see 

Knowiton  vs.  Fitch,  62  id.  288,  rev'g  Sistare  vs.  Best,  88  N.  Y.  533.     The 

48  Barb.  493;  Campbell  vs.  Wright,  seller's  option  here  referred  to  is  of  a 
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sale "  as  follows :  '^  The  nature  of  these  sales  has,  in  the 
many  litigations  which  have  come  before  the  courts  concern- 
ing them,  been  frequently  proved,  and  is  again  explained  in 
the  testimony  in  this  case.  It  is  proven  to  be  a  sale  before 
purchase,  with  a  view  of  purchasing  at  a  future  time  at  a 
lower  price.  It  is  evident  that,  to  carry  out  such  a  specula- 
tion, the  stock  sold  must  be  temporarily  procured  by  the 
seller  for  delivery  to  the  purchaser.  The  manner  in  which 
this  had  been  accomplished,  in  the  course  of  the  previous 
dealings  between  the  plaintiff  and  the  defendants,  is  ex- 
plained in  the  testimony.  The  plaintiff  did  not  furnish  the 
stock  to  deliver,  but  only  margins.  The  defendants  fur- 
nished the  stock.  They  sold  in  the  regular  way,  which  is 
deliverable  the  next  day,  and  then  borrowed  the  stock  of 
other  parties  to  deliver.  The  profit  or  loss  depended  upon 
whether  the  stock  rose  or  fell.     The  plaintiff  had  the  right 

different  nature  from  that  referred  113.  A  contract  to  sell  stocks 
to  in  the  text,  where  the  seller  need  "short"  which  is  contrary  to  public 
not  possess  the  stocks  at  the  time  of  policy  cannot  be  enforced.  Yeazy 
sale.  Requirements  of  complaint  vs.  Allen,  173  N.  Y.  359.  In  that 
against  Broker  for  neglect  to  execute  case  the  Client's  claim  was  that  the 
''short  sale"  stated  in  Ryder  vs.  defendant  Brokers,  in  consideration 
Sistare,  15  Daly,  90.  When  the  of  his  supplying  them  with  informa- 
complaint  does  not  show  that  the  tion  concerning  an  investigation  in- 
stocks  ordered  bought  ever  in-  to  the  affairs  of  two  corporations 
creased  in  value,  or  that  loss  was  popularly  known  as  the  "Whisky" 
caused  by  any  change  in  the  value  and  "Sugar"  Trusts,  which  he  was 
of  the  stocks  ordered  sold,  the  plain-  to  procure  to  be  made  by  Congress, 
tiff  can  only  recover  nominal  dam-  would  sell  the  stock  of  the  corpora- 
ages.  Id.  As  to  whether  a  custom  tions,  and  buy  them  again  at  a 
of  Brokers  to  use  stocks  carried  for  lower  price,  the  decline  in  price  be- 
margin  buyers  in  effecting  sales  for  ing  caused  by  the  Congressional  in- 
other  "short  sale"  customers,  so  vestigation,  and  divide  with  him  the 
that  the  amount  of  certain  stocks  profits  so  made,  and  the  court  held 
carried  are  at  times  reduced  below  that  such  a  contract  was  clearly 
the  requirements  of  the  purchasing  against  public  policy,  and  unen- 
customers,  is  reasonable,  quaere,  forceable.  Id. 
Skiff  vs.  Stoddard,  21  L.  R.  A.  10?, 


<«  Short  Sales.''  825 

to  direct  his  Brokers  at  any  time  to  buy  in  the  stock  and 
dose  the  transaction.  Until  bought  in,  the  Brokers  re- 
mained bound  to  the  persons  from  whom  they  had  obtained 
the  stock,  to  return  to  them  an  equal  number  of  shares, 
irbatever  might  be  the  market  price  at  the  time  it  was 
demanded."  ^ 

A  "  short  sale "  was  also  defined,  and  the  duties  of  a 
Broker  considered,  in  the  case  of  White  vs.  Smith.^  It  was 
there  laid  down  that  where  a  Stock-broker  agreed  for  a 
commission  to  be  paid  to  him,  and  upon  a  deposit  with  him 
of  a  stipulated  margin,  to  make  a  short  sale  for  a  Client, 


^  A  "short  sale''  of  stocks  is  legal  and  the  Mechanism  of  Exchange, 
in  Pennsylvania  (Smith  vs.  Bouvier,  pp.  210,  211).  The  act  of  1867  has 
70  Pa.  St.  325;  Maxton  vs.  Gheen,  been,  however,  disregarded  on  the 
75  i(d.  166).  In  the  case  of  Apple-  English  Stock  Exchanges,  and  it 
man  vs.  Fisher  (34  Md.  540),  a  con-  has,  to  a  large  extent,  failed  to  at- 
tract to  sell  gold  ''short"  was  up-  tain  the  object  of  its  enactment,  as 
held  as  legal.  See  also  Chap.  V.  knowledge  by  the  Client  of  the  cus- 
" Stock-jobbing."  tom  to  disregard  it,  is  sufficient  to 

"About  ten  years  ago  it  became  exonerate  the  Broker.  See  Chapter 
the  practice  to  rig  the  market  as  re-  on  "Usages ' ' ;  Brodhurst's  Stock  Ebc- 
gards  the  shares  of  particular  joint-  change  Law,  p.  197;  Chitty's  Stat- 
stock  banking  companies.  A  party  utes,  vol.  1,  title  "Bank,"  p.  39.  It 
would  be  formed,  perhaps,  owning  was  held  in  Mitchell  vs.  City  of  Glas- 
none  of  the  shares  of  the  selected  gow  Bank,  4  App.  Cas.  624,  that 
company,  and  they  would  proceed  entries  in  the  books  of  the  respect- 
to  sell  considerable  quantities  of  the  ive  Brokers,  each  entry  specifying 
shares,  hoping  so  to  damage  the  rep-  the  name  of  the  Broker  for  the  other 
utation  of  the  company  and  lower  party,  initialed  by  him,  coupled 
the  value  of  the  stock  as  to  be  able  with  the  mention  of  the  vendor's 
to  buy  up  enough  before  delivery  name  after  the  sale,  was  not  a  com- 
would  be  required.  This  noxious  pliance  with  the  act.  But  the  prac- 
kind  of  speculation  was  checked  by  tice  of  selling  stocks  and  securities 
an  Act  of  Parliament  (30  Vict.  c.  29,  "short"  has  prevailed  for  a  very 
1867),  which  now  requires  the  seller  much  longer  time  in  this  country. 
of  bank  shares  to  specify  the  num-  As  to  legality  of  "short  sales,"  see 
bers  or  the  registered  proprietors  of  title  "Stock-jobbing." 
the  shares  which  he  is  selling  for  '  54  N.  Y.  522. 
future   delivery"    (Jevon's   Money 
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the  agreement  is  but  partially  performed  by  a  sale ;  it  is 
part  of  the  bargain  that  the  Broker  shall  carry  the  stock 
for  a  reasonable  time,  as  otherwise  the  object  of  the  trans- 
action would  be  defeated.  The  Broker  can  close  the  trans- 
action at  any  time  if,  upon  demand  and  notice,  the  margin 
is  not  kept  good  ;  and  he  may  close  it  upon  notice  after  he 
has  carried  the  stock  for  a  reasonable  time.  He  has  not 
the  right,  unless  so  expressly  agreed,  to  buy  in  stock  to 
cover  the  sale  without  notice  to,  or  direction  from,  his 
Client,  and  by  so  doing  he  becomes  liable  for  any  loss  he 
thus  occasions  his  principal.  In  that  case  it  appeared  that 
on  the  18th  of  October,  defendants  (Stock-brokers),  upon 
plaintiflPs  order  and  on  his  account,  sold  800  shares  N.  Y.  C. 
"short"  at  186.  On  the  1st  of  November,  without  plain- 
tiflPs order  or  knowledge,  they  "bbught  in"  stock  to  cover 
the  sale.  On  the  2d  of  November,  the  stock  having  de- 
clined to  180^,  plaintiff  ordered  defendants  to  cover  their 
sale,  to  which  no  attention  was  paid.  The  court  held  that 
the  plaintiflE  was  entitled  to  recover,  and  that  the  proper 
measure  of  damages  was  the  diflferenoe  between  the  price 
at  which  the  stock  was  sold  short,  and  the  market  price 
upon  the  day  when  the  order  was  received  to  purchase,  with 
interest,  deducting  commissions,  etc.^ 

*  See  also  to  same  effect,  Rogers  profits,  while  the  customer,  on  his 

vs.  Wiley,  131  N.  Y.  527.    The  same  part,  is  bound  to  keep  his  margin 

rule  was  declared  in  regard  to  a  good,  so  as  to  secure  the  Broker 

short  sale  of  wheat  in   Campbell  against  loss.     But  the  customer  is 

vs.  Wright,  118  N.  Y.  394.    The  entitled  to  notice  before  the  Broker 

Broker  and  the  customer  have  mu-  can  close  him  out  by  buying  in  the 

tual  and    correlative    rights    and  stock   on   his   account.     Hess   vs. 

duties.    The  former  undertakes  to  Rau,  95  N.  Y.  359,  362,  aflF'g  17  J. 

carry  the  stock  a  reasonable  time,  &  S.  324;  Harris  vs.  Pryor,  18  N.  Y. 

so  as  to  afford  the  customer  an  op-  Supp.  128.     But  if  a  Client  wishes 

portunity  to  realize  the  expected  to  "cover''  a  short  sale,  he  must 
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(ft.)  Duty  of  Broker  to  Sell  at  Price  Ordered, 

The  Broker's  duty,  upon  receiving  an  order  to  sell  stocks 
short,  is  analogous  to  that  which  he  owes  in  the  case  of  a 
purchase.  Where  he  is  ordered  to  sell  at  a  fixed  price,  he 
must,  if  possible,  sell  at  such  price ;  if  at  the  market  price, 
he  must,  as  we  have  seen,  sell  at  the  best  possible  market 
price,  being  responsible  to  his  Client  for  the  non-exerdse  of 
ordinary  care  and  diligence.^ 

(c.)  Nature  of  Cofvtrojct  made  upon  ^^  Borrovjing^*   Stocky  and 
from  whom  the  Stock  may  be  Borrowed, 

The  practice  or  usage  in  borrowing  stocks  is  this:  A  Broker 
who  has  sold  stocks  '*  short "  borrows  the  number  of  shares  of 
stock  sold  from  a  fellow-Broker  who  has  the  stocks  to  loan, 
and  pays  him  the  market  price  for  them.  Although  in 
semblance  a  sale,  the  full  market  price  being  paid  and  tiie 
stock  delivered,  it  is,  in  effect,  but  a  loan,  and  is  so  reg- 
istered on  the  books  of  the  respective  Brokers.  So,  if  the 
borrowed  stocks  fluctuate  widely,  either  Broker  can  call 
upon  the  other  to  put  up  a  sufficient  margin  to  guard  against 
loss  until  the  stock  is  returned.^ 

prove  that  his  iDstructions  reached  Brokers  at  the  opening  of  the  mar- 

the   Broker  in   sufficient   time   to  ket  on  October  23.     Bimbaum  vs. 

make  the  purchase  at  the  time  re-  May,  58  App.  Div.  79.     If  a  ''short 

quested.    His    evidence    that    he  sale'' is  repudiated  by  the  customer, 

mailed  a  letter  to  his  Broker  on  the  Broker  is  justified  in  closing, 

October  21,  22  or  23,  to  buy   10  and  the  Client  cannot  afterward 

shares  of  railroad  stock  at  the  mar-  enforce  it.    Id. 

ket  price  at  the  opening  of  tiie  mar-  *  See  ante,  }  IV.,  sub.  (a.),  p.  206. 

ket  on  October  23,  is  not  sufficient  See  also  Allen  vs.  McConihe,  ante, 

to  hold  the  Brokers  liable  for  not  p.  206. 

filling  the  order,  unless  it  is  shown  >  See  Arts.  XXXI.  and  XXVIII. 

that  the  lett-er  was  mailed  at  such  a  Const.  New  York  Stock  fbcchange. 

time  that  it  would  have  reached  the  But  the  rule  to  require  the  lender  to 
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For  instance,  a  stock  may  be  selling  for  $100  per  share 
when  it  is  borrowed,  and  afterwards  may  decline  to  $50  per 
share,  in  which  case  the  borrowing  Broker  has  stock  which 
is  only  worth  one  half  the  amount  which  he  has  paid  to  the 
lender ;  in  such  a  case  the  borrower  has  the  right  to  call 
upon  the  lender  to  make  up  the  difference  by  depositing  a 
sufficient  margin,  and  vice  versa.^  So,  it  seems,  that  a  Bro- 
ker who  is  "  short "  of  stock  for  a  Client  may  borrow  the 
stock  belonging  to  other  Clients ;  no  one  can  object  to  this 
arrangement  but  the  Clients  themselves  whose  stocks  are 
borrowed,  and  it  does  not  lie  in  the  mouth  of  the  person 
"short"todoit.2 

Kapallo,  J.,  upon  this  point,  said :  ^^  The  fact  that  the 
shares  thus  used  belonged  to  a  customer  of  the  defendants 
can  make  no  difference  to  the  plaintiff.  The  result  of  the 
transaction  was  to  leave  the  defendants  liable  to  their  cus- 
tomer as  before,  to  deliver  to  him  an  equal  number  of  shares 
when  demanded.  Whether  or  not  the  defendants  were 
authorized  thus  to  employ  the  stock  of  their  customer  de- 
pends upon  the  arrangements  between  them."  In  the  case 
of  Dykers  vs.  Allen  ^  Mr.  Chancellor  Walworth  held  that 
an  ordinary  loan  of  a  given  number  of  shares  of  stock  of  a 
corporation  amounts  in  substance  to  a  sale,  to  be  paid  for 

put  up  margins,  or  a  usage  to  that  usage  of  the  Exchange,  to  that  e£- 

effect,  must  be  proved,  and  there-  feet.     Morris  vs.  Jamieson,  dS  N. 

fore,  if  a  Stock-broker,  at  his  Client's  E.  Rep.  742. 

request,  borrows  the  stocks  to  cover  ^  As  to  the  measure  of  damages 
a  short  sale,  and  pays,  for  such  bor-  for  refusal  or  neglect  to  return  bor- 
rowed stock,  a  greater  sum  than  rowed  stock,  see  chapter  ''Measure 
that  received  on  the  short  sale,  he  is  of  Damages." 
not  bound  to  require  the  lender  to  '  Knowlton  vs.  Fitch,  52  N.  Y. 
put  up  margins  on  a  decline  of  the  288,  rev'g  48  Barb.  593. 
stock,  in  the  absence  of  a  special  '  7  Hill,  497. 
agreement,  or  proof  of  a  rule  or 
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in  kind  and  quality,  and  the  title  vests  in  the  borrower.^  If 
a  bonus  be  declared  on  stock  loaned,  while  it  is  in  the  hands 
of  a  borrower,  the  lender  is  in  equity  entitled  to  the  bonus.^ 
This  law  fully  accords  with  the  practice  of  Brokers,  who 

hold  all  dividends,  interest,  or  other  accretions  to  the  stock 
for  the  account  of  the  lender. 


(d)  Ihay  of  Brokers  to  Close  Short  Contract  hy  ^^ Buying  in" 

Stock. 

As  we  have  seen,'  the  Broker  has  no  right  to  buy  in  the 
stocks  with  which  to  cover  or  conclude  a  "short"  sale, 
without  the  order  or  knowledge  of  the  Client,  unless,  after 
notice  and  demand  of  additional  margin,  the  latter  fails  to 
respond.  Upon  the  order  or  request  of  the  Client,  the 
Broker  must  proceed  to  buy  the  stocks,  and  return  them  to 
the  person  from  whom  they  were  originally  borrowed,  and 
this  closes  the  transaction.^    If  the  stocks  can  be  purchased  at 

'  See  also  Foedick  vs.  Greene,  27  tract  until  the  appointment  of  a 

Ohio  St.  484;  Taylor  vs.  Ketchum,  legal   representative.     The   Broker 

35  How.  Pr.  (N.  Y.)  289.    The  bor-  has  bound  himself  to   return  the 

rower  is  not  bound  to  return  the  stock,  however,  for  delivery,  and 

identical  shares  borrowed.    Any  cer-  has  an  interest  in  the  contract,  and 

tificate  for   the   same   number  of  so  the  case  is  within  the  exception 

shares   will    suffice,    provided    the  to  the  rule  that  the  death  of  a  prin- 

shares   continue   to   represent   the  cipal  revokes  the  authority  of  the 

same  interest  in  the  corporate  capi-  agent.     Hess  vs.   Rau,   95   N.  Y. 

tal.     Barclay  vs.  Culver,  30  Hun,  1.  359,  aflf'g  17  J.  &  S.  324.     The  court 

' Vaughan  vs.  Wood,  1  M.  &  K.  said  (p.  363):  "As  it  turned  out  it 

403.  would  have  been  to  the  advantage 

'  White  VBi  Smith,  54  N.  Y.  522;  of  the  estate  if  the  stocks  had  been 

Hess  vs.  Rau,  95  N.  Y.  359;  Harris  bought  in  immediately  after  Rau's 

vs.  Pryor,  18  N.  Y.  Supp.  128.  (the  Client's)   death.     But  if  this 

*  If  the  Client  has  died,  or  be-  course  had  been  taken  and  the  mar- 
comes  incompetent  to  transact  busi-  ket  had  gone  the  other  way,  the 
ness,  a  Broker,  acting  in  good  faith,  Brokers  would  have  been  called  upon 
may  continue  a  "short  sale"  con-  to  justify  the  transaction.   We  think 
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a  lower  figure  than  that  for  which  they  were  originally  sold, 
the  Client  has  made  a  profit ;  if  otherwise,  a  loss.  In  the 
case  of  White  vs.  Smith  ^  the  defendants,  Stock-brokers, 
bought  in  stocks  to  complete  a  short  sale  without  the 
authority  of  the  plaintiff ;  and,  subsequently,  the  latter  di- 
rected them  to  make  the  purchase,  which  the  defendants 
refused  to  do.  The  defendants  contended  that  they  were 
not  under  an  obligation  to  act  for  the  plaintiff,  either  for 
any  fixed  period  or  to  any  definite  amount.  But  the  court 
held  the  rule  of  law  otherwise,  and  decided  that,  by  the 
agreement  by  which  the  agency  was  created,  no  period  was 
fixed  for  its  continuance,  and  the  only  limit  as  to  amount 
was  fixed  by  margin  or  deposit ;  and  that  it  could  not  be  re- 
voked by  the  defendants  without  notice ;  and  a  renunciation 
without  such  notice  subjected  the  defendants  to  a  liability 
for  any  damages  the  plaintiff  might  sustain  thereby.* 

The  notice  to  furnish  more  margin  must  be  a  reasonable 
notice.    As  to  what  is  a  reasonable  notice  to  justify  a  Broker 


the  plaintiffs  were  not  bound  to  awaiting  the  appointment  of  a  rep- 
place  themselves  in  this  dilemma,  resentative;  but  however  this  may 
but  were  authorized,  acting  in  good  be,  we  think  it  plain  that  no  exi- 
faith,  to  niaintain  the  existing  situa-  gency  existed  in  the  case  now  under 
tion  until  a  representative  of  the  es-  consideration  which  imposed  any 
tate  should  be  appointed.  .  .  .  such  duty  upon  the  plaintiffs." 

"  The  act  of  buying  in  the  stocks  If  the  promisor  in  a  stock  option 
on  account  of  the  estate,  which  the  contract  dies  while  the  contract  is 
executor  insists  should  have  been  executory,  a  demand  for  the  stock 
done,  would  have  been  a  more  de-  under  the  contract  must  be  made 
cisive  act  of  agency  than  to  borrow  upon  the  personal  representatives 
stocks  to  replace  others  pre\doualy  of  the  deceased  promisor  and  not 
borrowed,  in  order  to  discharge  upon  the  bank  where  the  contract 
their  own  obligation.  We  do  not  is  made  payable.  Prince  vs.  Robin- 
say  that  circumstances  might  not  son,  14  Fed.  Rep.  631. 
exist  which  would  justify  a  Broker  *  6  I^ns.  (N.  Y.)  5. 
in  closing  a  stock  transaction  after  '  This  case  was  affirmed  on  ap- 
the  death  of  the  principal,  without   peal,  54  N.  Y.  522. 
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to  cover  a  transaction  and  close  the  deal,  depends  upon  circum- 
stances.^ It  was  held  in  Lazare  vs.  AUen,^  that  a  notice 
given  at  between  10  and  10 :  30  a.  m.  to  furnish  more  mar- 
gin, the  stock  having  been  purchased  by  the  Brokers  about 
noon  of  the  same  day,  was,  standing  alone,  unreasonable  in 
point  of  time,  but  in  that  case  the  Brokers  had  testified  that 
on  the  fourth,  third  and  second  days  before  the  sale  they  had 
requested  more  margins  from  their  Client,  the  stock  having 
gone  up,  and  if  the  case  had  gone  to  the  jury  they  might 
from  the  evidence  have  declined  to  find  that  the  Client 
(who  had  been  forty  years  engaged  in  stock  transactions, 
and  who  lived  only  a  block  away  from  the  Broker's  office) 
had  the  necessary  margins  ready  for  use  on  the  day  of  sale. 
If  -the  purchase  had  been  made  four  days'  subsequently,  the 
customer  would,  owing  to  the  fall  in  price  of  the  stock,  have 
made  a  profit  of  $925.  After  the  transaction  was  closed 
the  Brokers  had  to  his  credit  $64.35,  for  which  sum  the 
jury  found  for  the  plaintiff  under  the  direction  of  the  court, 
and  the  judgment  on  such  verdict  was  affirmed  by  the 
Appellate  Division. 

In  Knowlton  vs.  Fitch'  the  plaintiff  employed  defend- 
ants,  who  were  Stock-brokers,  to  operate  for  him  in  stocks. 
He  was  to  furnish  a  margin,  and  keep  it  good  without  no- 
tice ;  defendants  to  care  for  themselves,  if  he  did  not.  All 
the  transactions  were  ^^  short  sales,"  defendants  selling,  de- 
liverable the  next  day,  and  borro>ving  the  stock  to  deliver 
until  plaintiff  directed  a  purchase  to  replace  the  stock  bor- 
rowed. At  the  close  of  a  transaction  thus  conducted,  de- 
fendants had  to  the  order  of  plaintiff  $1249.19.     The  latter 

»  Seep.  340,  and  cases  cited  note  4.       «  52  N.  Y.  288,  rev'g  48  Barb. 
'20  App.   Div.   616.     See  also   593. 
Kanady  vs.  Burk,  18  Mich.  278. 
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then  directed  the  sale  of  100  shares  of  Michigan  Southern. 
Defendants  sold  as  ordered  on  acconnt  of  plaintiff,  borrow- 
ing the  stock  to  deliver,  and  placing  proceeds  to  plaintiff's 
credit.  The  stock  rising  in  the  market  so  as  to  exhaust 
the  margin,  defendants  notified  plaintiff  to  furnish  more, 
and,  upon  his  failure  to  comply,  bought  in,  to  replace  the 
stock  borrowed.  In  an  action  brought  to  recover  the 
$1249.19,  held,  that  the  defendants  were  authorized  under 
plaintiff's  order  to  sell  and  to  borrow  the  stock  for  deliv- 
ery ;  and,  upon  failure  of  plaintiff  to  furnish  the  necessary 
margin,  they  had  the  right  to  buy  on  his  account ;  that  the 
purchase  was  so  made,  and  that  therefore  a  finding  that 
such  purchase  was  not  made  for  or  on  account  of  plaintiff 
was  error.  In  the  case  of  Staples  vs.  Gould*  the  court 
held  that  where  a  Broker  is  employed  to  sell  "  short"  cer- 
tain stock,  deliverable  at  any  time  within  30  days,  at  the 
option  of  the  principal,  and  the  Broker  sells  the  stock  as 
ordered,  although  the  stock  advances  beyond  the  extent 
of  the  margin  deposited  with  the  Broker,  the  latter  can- 
not buy  in  the  stock,  without  the  authorization  of  the  prin- 
cipal, at  any  time  before  the  30  days  have  expired,  the 
time  for  delivery  limited  by  the  contract.  In  that  case 
the  plaintiff,  on  the  15th  of  January,  1851,  employed  the 
defendant,  a  Broker,  to  sell  for  him  200  shares  of  Canton 
Company  stock  at  $66  per  share,  deliverable  at  the  plain- 
tiff's option,  at  any  time  within  30  days  from  date.  At 
the  same  time,  he  deposited  with  the  defendant  the  sum 
of  $750  "for  the  purpose  of  protecting  the  defendant 
against  loss  or  damage  in  the  business  of  such  agency." 
In  pursuance  of  his  employment,  the  defendant   on   the 

» 9  N.  Y.  520. 
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same  day  made  contracts  for  the  sale  to  two  firms  speci- 
fied in  the  agreement  with  defendant.  The  plaintiff  did 
not  at  the  time  own  any  stock  of  the  Canton  Company. 
On  the  20th  of  January,  1851,  the  defendant  delivered  to 
each  of  the  purchasers  the  100  shares  of  stock  contracted 
to  be  sold  by  him,  without  the  knowledge  or  consent  of 
plaintiff,  the  stock  on  that  day  selling  at  $80  and  $85  per 
share.  At  the  expiration  of  the  30  days  the  stock  was  be- 
low $66  per  share.  The  plaintiff  brought  an  action  to  re- 
cover back  the  money  deposited  with  the  defendant,  and 
the  court  held  that  the  plaintiff  had  a  cause  of  action,  bat 
there  could  be  no  recovery  under  the  Stock-jobbing  Act. 

The  usage  of  Wall  Street  is,  that  where  stock  is  sold  de- 
liverable at  a  fature  time,  the  parties  to  the  contract  can 
call  upon  each  other  for  a  deposit  to  meet  fluctuations  com- 
mensurate  with  the  present  market  price  of  the  stock.  This 
can  be  repeated  any  number  of  times,  so  that  each  party 
will  remain  intact.^  But  it  mav  be  contended  that  the 
legitimate  effect  of  the  case  just  cited  would  be  to  put  the 
whole  burden  of  the  fluctuations  upon  the  Broker,  and  to 
leave  the  Client  entirely  unburdened  in  a  transaction  con- 
summated for  his  sole  benefit,  after  his  margin  has  been 
entirely  exhausted  by  the  rise  in  the  price  of  the  stocks. 
This  does  not  seem  to  be  reasonable,  but  the  only  relief 
against  the  decision  would  seem  to  be  by  providing  in  the 
beginning  of  the  transaction,  either  by  a  deposit  or  special 
agreement,  for  the  fluctuations  of  the  market.  The  full 
force  and  influence  of  this  view  of  the  decision  in  Staples 
vs.  Gould  will  be  seen  by  the  following  illustration :  A 
Client  orders  his  Broker  to  sell  100  shares  of  stock  "  short," 

»  Artfl.  XXXI  and  XXVIII.  Const.  N.  Y.  Stock  Exchange. 
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seller  60,  at  |100  per  share.  The  Broker  executes  the  or- 
der upon  receiving  a  10  per  cent  margin,  or  $1000.  Ten 
days  after  this  sale  the  price  of  the  stock  is  $120,  and  fifty 
days  after  the  sale  it  has  risen  to  $150.  Yet  it  seems  that 
the  Broker  cannot  call  upon  his  Client  for  further  margin, 
nor  buy  in  the  stock  without  his  consent.  This  is  certainly 
contrary  to  the  usage  of  Wall  Street ;  and  if  the  question 
were  to  clearly  arise  again,  the  courts  would  have  good  rea- 
son to  reject  the  decision  upon  the  ground  that  the  case  of 
Staples  vs.  Gould  was  really  decided  upon  another  point, 
and  that  it  contradicts  the  law  that  the  Client  is  impliedly 
bound  to  furnish  margins  to  meet  the  fluctuations  of  the 
market.^  Or,  although  no  reference  is  made  to  this  point 
in  the  opinion,  the  decision  may  be  supported  upon  the 
ground  that  the  plaintiff  had  the  right  to  recover  back 
his  margins  because  the  stock  was  bought  in  by  the  Broker, 
and  the  transaction  closed,  without  any  notice  to  him. 
While  the  theory  of  the  law  in  this  respect,  when  applied 
to  general  commercial  subjects,  is  correct,  that  where  goods 
are  sold,  deliverable  within  sixty  days,  at  the  option  of  the 
buyer,  there  is  no  liability  on  the  part  of  the  latter  until  the 
sixty  days  have  accrued,^  yet  when  applied  to  a  Wall  Street 
transaction,  where  the  business  is  conducted  from  day  to  day 
upon  present  values,  it  works  manifest  hardship  and  injustice. 

Till.  Cnmpnlsory  Sale  by  Broker. 

(a.)  For  Failure  to  PiU  up  Margins  to  Meet  the  Flu4!tuation4  of 

the  Market, 

It  the  absence  of  an  express  contract  providing  other 
wise,  the  law  will  not  throw  the  burden  or  risk  of  loss  from 

^  See,  upon  this  point,  next  sub.       '  Oelricks  vs.  Ford,  23  How.  (U. 
(Vin.),  p.  335.  S.)  49. 
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the  flnotuations  of  the  market  upon  the  Broker,  but 
will  compel  the  Client,  upon  a  proper  demand  by  the 
former,  to  famish  margin  sufficient  to  make  the  latter 
safe.^ 

In  a  stock  transaction  such  as  we  are  treating  of,  it  is  ex- 
pressly or  impliedly  agreed  that  the  margin  shall  be  re- 
plenished, if  .the  stock  appreciates  or  depreciates,  as  the 
case  may  be;  and,  upon  failure  of  the  Client  to  do  so, 
the  stock  may  be  sold  upon  reasonable  and  customary 
notice.' 

The  relation  which  exists  between  a  Broker  and  his  Client 
in  the  purchase  of  stocks  has  already  been  considered,'  and 
it  follows,  from  the  establishment  of  the  relation,  that  the 
Broker  cannot  summarily,  without  any  previous  demand  of 
margin,  dispose  of  his  Client's  stocks.    He  is  bound  to  give 

^  The   fact  that  in  dealings  be-  bought  upon  margin  on  the  Board 

tween    members    of    the    Chicago  of  Trade  of  Chicago,  Corbett  vs. 

Board  of  Trade,  one  member  might  Underwood,  83  Bl.  324;  Moeller  vs. 

be  able  to  defeat  a  call  for  margins  McLagan,  60  id.  317.    As  to  the 

under  |  7  of  rule  20  of  the  rules,  did  difference  between  an  unauthorized 

not  deprive  him  of  the  right,  when  purchase  by  a  Broker  to   cover  a 

the  title  to  the  margins  was  put  in  ''short''  sale,  and  of  a  purchase  on 

issue,  to  prove,   that  the  market  a  margin,  see  Campbell  vs.  Wright, 

value  of  the  article  sold  was  no  118  N.  Y.  594.     See  also  Perin  vs. 

hi(;her  on  the  day  of  delivery  than  Parker,   126  Bl.   201.    As  to  the 

when     it     was     sold.     Ryan     vs.  legality  of  a  usage  on  the  Exchange 

Cudahy,  157  Bl.  108,  121.  to  sell  without  demand  for  margin, 

» Gruman  vs.  Smith,  81  N.  Y.  25;  see  post,  p.  418  et  seq.  And  upon 
10  N.  Y.  Weekly  Dig.  63,  rev'g  12  J.  the  New  Orleans  Cotton  Exchange 
&  S.  (N.  Y.)  389;  Knowlton  vs.  when,  under  its  rules,  contracts  are 
Fitch,  52  N.  Y.  288;  Stenton  vs.  "closed  out"  at  stated  times  by  the 
Jerome,  54  id.  480;  Gillett  vs.  Whit-  payment  of  differences,  and  a  con- 
ing, 120  N.  Y.  402  (in  which  case  it  tract  is  "closed  out"  by  a  cotton 
was  also  held  that  as  there  was  a  factor  although  the  opposite  party 
breach  of  contract  by  the  Brokers  does  not  demand  more  margins, 
they  were  not  entitled  to  any  dam-  Lehman  vs.  Feld,  37  Fed.  Rep.  852. 
age),  and  cases  cited  at  p.  342.  See,  '  Supra,  p.  179  et  seq.,  and  cases 
(IS  to  similar  rule  where  grain  is  there  cited. 
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the  latter  notice  that  his  margin  is  diminished,  and  that 
further  margin  is  required.* 

An  injunction,  however,  will  not  be  granted  to  restrain  a 
Stock-broker  from  selling  stocks  deposited  with  him  as  a 
margin  in  a  speculative  transaction,  upon  a  mere  general 
averment  of  irreparable  injury,  without  showing  in  what 
respect  this  injury  will  be  entailed.  Where  there  is  no 
averment  or  proof  of  the  Stock-broker's  insolvency,  the  fact 
of  a  "  low  "  market  is  not  enough  to  justify  the  issuing  of 
an  injunction.  The  plaintiff  in  such  a  case  has  a  perfect 
remedy  at  law  in  damages  for  the  conversion  of  his  stocks, 
if  they  are  improperly  sold.'  Nor  can  a  pledgor  resist  the 
sale  of  the  stock  on  the  ground  that  it  can  only  be  made 
at  a  great  sacrifice.' 

So  where  there  is  a  written  contract  for  the  deliverv  of 
certain  merchandise  at  a  given  price,  to  be  delivered  within 
a  named  time  at  the  option  of  the  seller,  evidence  offered  by 
the  purchaser  of  a  usage  existing,  by  which  a  "  reasonable  " 
margin  should  be  put  up  to  meet  the  fluctuations  of  the 
market,  is  rightfully  excluded,  because  it  is  too  indefinite 
and  uncertain  to  establish  a  usage.  Moreover,  where  there 
is  no  doubt  or  ambiguity  on  the  face  of  the  contract,  evi- 
dence of  the  usage  is  inadmissible.^ 

(b.)  Form  of  Notice ;  Upon  whom  Served ;   Reasonable  Time, 

There  is  no  set  form  which  the  Broker  is  obliged  to  use 
in  making  this  demand  for  more  margin.    Any  language 

»  Baker  vs.  Drake,  66  N.  Y.  518;       ^  Park  vs.  Musgrave,  2  T.  &  C. 
Gruman  vs.  Smith,  81  id.  25;  Ritter   (X.  Y.)  571. 
vs.  Cushman,  35  How.  Pr.  (N.  Y.)       '  Rasch  vs.  His  Creditors,  1  La. 
284;  s.  c.  7  Robt.  294;  Hanks  vs.   Ann.  31. 

Drake,  49  Barb.  186;  Stenton  vs.  *  Oelricks  vs.  Ford,  23  How.  (U. 
Jerome,  54  N.  Y.  480.  S.)  49. 
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18  sufScient  which  brings  clearly  home  to  the  Olient  a  notice 
that  additional  margin  is  required.^  ^ 

In  one  case'  the  demand  for  more  margins  was  made 
orally,  and  this,  no  doubt,  is  equally  as  effective  as  a  writ- 
ten demand,  if  it  can  be  clearly  proved. 

But  it  seems  that  a  demand  for  margins  should  specify  the 
sum  required ;  yet  the  Client  may  use  such  language  as  "  I 
have  no  money,"  which  willobviatethenecessity  of  thesum 
being  mentioned.'  A  notice  without  date  or  signature,  left 
in  the  pledgor's  office,  stating  that  if  a  specified  amount  of 
the  loan  was  not  paid  the  stock  would  be  '^  used,"  does  not 
constitute  a  demand  sufficient  to  authorize  a  sale.* 

Respecting  the  person  upon  whom  the  demand  should  be 
made,  the  general  rule  is  that  it  should  be  served  upon 
or  made  to  the  Client  in  person,  although  there  are  cir- 


'Milliken  vs.  Dehon,  27  N.  Y.  The  Client  is  precluded  from  ob- 

364;  Cameron  vs.  Durkheim,  55  id.  jecting  that  the  demand  for  margin 

425;  Corbett  vs.  Underwood,  83  111.  was  excessive  if  at  the  time  of  the 

324;  Moeller  vs.  McLagan,  60  id.  demand,  he  did  not  make  this  ob- 

317.    An  examination  of  a  Client  jection,  but  refused  to  pay  on  an- 

before  trial  as  to  his  receipt  of  no-  other  ground.    Perin  vs.   Parker, 

tices  for  margin   was   allowed  in  126  HI.  201. 

Hardy  vs.  Peters,  30  Hun,  79.  A  verbal  notice  personally  given 

'Cameron  vs.  Durkheim,  55  N.  by   the   Broker   to   the   customer 

Y.  425.  thus:  "Let  me  close  you  out;  let  us 

'Cameron  vs.  Durkheim,  supra;  buy  that  boat  load,  and  we  will 

Stenton  vs.  Jerome,  54  N.  Y.  480,  at  take  what  ready  money  you  can 

486.    See  also  Burkett  vs.  Taylor,  give  us,  and  your  note  for  the  bal- 

N.  Y.  Ct.  of  Appeals,  86  N.  Y.  618;  ance,"  which  proposition  the  cus- 

9ub  nom.,  Burkitt  vs.  Taylor,   13  tomer  declined,  is  not,  as  matter  of 

Weekly  Dig.  75;   Covell  vs.  Loud,  law,  sufficient  to  enable  the  Broker 
135  MaaB.  41.                                    "^to  close  the  customer  out,  without 

^  Genet  vs.  Howland,  45  Barb,  further    direction.    McGinnis    vs. 

560.    A  notice  by  a  pledgee  that  he  Smythe,  18  J.  &  S.  103;  aff'd  23  W. 

will  sen  unless  an  excessive  sum  is  D.  203;  101  N.  Y.  646;  more  fully  1 

paid,    renders    the    sale    invalid.  Sil.  23. 
Pigot  vs.  Cublev,  15  C.  B.  N.  S.  701. 

22 
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eamstanoes  which  would  justify  the  service  of  the  same 
upon  an  agent  ^r  representative  of  the  latter.^ 

It  may  be  made  upon  the  clerk  of  the  Client  employed  by 
him  in  that  particular  transaction,  or  upon  a  confidential 
clerk  of  the  Client,  where  the  latter  is  absent  from  the 
city.* 

So  a  notice  left  at  the  dwelling  or  place  of  business  of 
the  Client  would  seem  to  be  sufficient.  Shaw,  Ch.  J.,  lays 
down  the  rule'  that  ^^  all  notices  at  one's  domicile,  and  all 
notices  respectmg  teansactions  of  a  commercial  nature  at 
one's  known  place  of  business,  are  deemed  in  law  to  be 
good  constructive  notice,  and  to  have  the  legal  effect  of 
actual  notice."  * 

In  Burkett  vs.  Taylor^  the  Court  of  Appeals  of  the 
State  of  New  York  intimated  that  where  a  Client  had 
given  a  place  to  the  Brokers  where  all  notices  should  be 
delivered,  a  notice  sent  to  a  different  address  would  not 
be  sufficient. 

In  the  case  of  Milliken  vs.  Dehon*  the  facts  showed 
that  the  transaction  had  been  negotiated  through  one  D., 
a  clerk  of  the  plaintiff,  who  sometimes  did  outdoor  busi- 
ness for  him,  and  that  he  acted  as  plaintiff's  agent  in  the 

*  Cameron  vs.  Durkheim,  and  vs.  Taylor,  13  W.  D.  75.  Where  it 
cases  supra.  is  agreed  that  if  more  mar^n  is  re- 

'  Milliken  vs.  Dehon,  27  N.  Y.  quired  no  sale  'will  be  made,  but  the 

364;  Cameron  vs.  Durkheim,  supra,  Broker  will  draw  on  the  Client  for 

and  cases  heretofore  cited.  the  amount  needed,  the  Broker  has 

*  Granite  Bank  vs.  Ayers,  33  no  right  to  sell  without  so  drawing, 
Mass.  392.  even  if  the  Client  va  without  the  State 

*  See  also,  to  same  effect,  Bryan  and  to  the  Broker's  knowledge  has 
vs.  Baldwin,  7  Lans.  (N.  Y.)  174;  made  no  provision  for  the  payment 
and  cases  cited  under  sub.  (c),  of  the  draft.  Foote  vs.  Smith,  136 
post,  p.  347;  Burkett  or  Burkitt  vs.  Mass.  92. 

Taylor,  supra.  •  27  N.  Y.  364. 

*  86  N.  Y.  618;  «i6  ruwi.,  Burkitt 
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transaction  in  question.  On  this  evidence  the  question 
was  left  to  the  jury,  whether  D.  was  authorized  by  the 
plaintiff  to  receive  the  notice,  and  that  this  would  depend 
upon  whether  D.  acted  as  plaintiff's  agent  or  not.  The  jury 
having  found  that  he  did  act  as  agent,  the  instruction 
was  upheld  by  the  appellate  court.  In  delivering  the 
opinion,  Marvin,  J.,  said  :  ^'  It  is  also  insisted  that  the 
defendant  was  bound  to  make  a  demand  of  payment  of 
the  margin  personally  of  the  pledgor,  and  that  notice  to 
redeem  should  have  been  given  personally,  and  so  as  to 
the  time  and  place  of  sale.  ...  It  seems  to  me  that  a 
demand  upon  an  authorized  agent,  or  notice  given  to 
him,  is,  in  law,  equivalent  to  a  notice  to  the  princi- 
pal, and  no  reasons  occur  to  me  why  such  demand 
or  notice  should  not  bind  the  principal.  It  is  not  a 
proceeding  by  which  a  personal  judgment  is  to  be  re- 
covered. A  different  rule  would  often  be  very  incon- 
venient." ^ 


'Tosameefifect, Bankof U.S. vs.  Rau,   95   N.   Y.   359.    And   after 

Davis,  2  HUl  (N.  Y.),  451 ;  Wade  on  executors  have  qualified,  they,  un- 

Law  of  Notice  (2d  ed.),   {672  et  der  a  direction  in  the  will  to  convert 

seq.,   and   cases  cited;   Potter  vs.  stock  into  money,  without  limit  as 

Thompson,  10  R.  1. 1.    The  agency  to  time,  have  a  discretion  to  wait  a 

of  a  Stock-broker  on  margin  trans-  reasonable  time  for  the  performance 

actions  being  one  coupled  with  an  of  the  duty  and  there  is  no  rigid  and 

interest,    his   authority  to   act   as  arbitrary    standard    by    which    to 

agent  is  not  revoked  by  the  death  measure  such  time.     The  statutory 

of  his  customer,  and  he  may,  acting  period  allowed  to  close  an  estate 

in  good  faith,  maintain  the  existing  may  sometimes  mark  the  limit  of 

deals,  until  a  representative  of  the  discretion;  while  always  a  circum- 

estate  shall  be  appointed.     But  as  stance  to  be  considered,  it  is  not  nee- 

to  whether  circimistances  might  not  essarily  conclusive.     In  re  Weston, 

exist  which  would  justify  the  Bro-  91  N.  Y.  502. 
ker  in  closing  the  transactions  with-       As  to  custom  in  England  to  close 

out  awaiting  the  qualification  of  the  transactions  of  deceased  customer, 

representative,    qusre.    Hess    vs.  see  cases  cited,  post,  p.  1004. 
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And  where  several  are  jointly  bound  to  do  an  act  upon 
notice  to  them,  notice  to  one  is  sufficient.^ 

Another  very  important  inquiry  is  as  to  the  length  of 
time  which  the  Broker  should  give  the  Client  to  respond ; 
this  cannot  be  definitely  stated,  but  the  Client  should  be 
allowed  a  reasonable  time*  within  which  to  comply  with  the 
demand ;  and  what  constitutes  a  reasonable  time  depends 
upon  the  peculiar  circumstances  of  each  case.  It  may  be 
an  hour,  a  day,  or  a  week,  depending  in  each  case  upon  the 
situation  of  the  parties,  the  character  of  the  market,  or  the 
nature  of  the  stock.^ 

In  Burkett  vs.  Taylor  ^  the  court  intimated  that  a  notice  to 
a  Client  demanding  additional  margins  before  twelve  o'clock 
of  the  day  on  which  it  is  dated  would  not  be  a  sufficient 
notice  in  point  of  time ;  also  that  a  notice  such  as  above 
should  specify  the  time. and  place  of  sale  in  case  of  default 
to  supply  additional  margins. 

So  where  the  Broker  and  his  Client  lived  in  the  same  city, 

*  Mandeville  vs.  Reed,  13  Ab.  Pr.  Lane,  and  the  decision  of  the  court 
(N.  Y.)  173.  ^  was  doubtless  based  upon  the  im- 

'  Markham  vs.  Jaudon,  41  N.  Y.  probability  of  the  notice  reaching 

235,  at  p.  243.  the  Client  in  sufficient  time,  if  his 

*  Cameron  vs.  Durkheim,  55  N.  friend  were  obliged,  in  the  Client's 
Y.  425;  Milliken  vs.  Dehon,  27  id.  absence,  to  forward  the  notice  to 
364;  Stewart  vs.  Drake,  46  id.  449;  another  address.  See  also  Genet 
Mar>'land  Fire  Ins.  Co.  vs.  Dalrym-  vs.  Rowland,  45  Barb.  560. 

pie,  25  Md.  242;  Willoughby  vs.  A  letter,  by  the  Broker,  written 

Comstock,    3   Hill    (N.    Y.),    389;  on  the  18th  of  the  month,  enclosing 

Bryan  vs.  Baldwin,  7  Lacs.  (N.  Y.)  an    account    showing    differences 

174;  Burkett  or  Burkitt  vs.  Taylor,  against  the  Client,  and  requesting 

supra;Perin  vs.  Parker,  126111. 201;  instructions  as  to  closing  the  ae- 

17  Bradw.  169.  count  by  11  o'clock  of  the  next  day, 

*  Supra.  In  the  case  cited  in  the  was  held  to  be  an  unreasonably 
text  the  Client  had  requested  the  short  notice.  Ellis  vs.  Pond,  L.  R 
Broker  to  send  him  notice  to  the  1  Q.  B.  (1898)  428,  445. 

office  of  S.   a  friend,  at  99  Maiden 
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a  Dotice  for  margins,  or  in  default  thereof  that  the  stock 
would  be  sold  in  two  days  from  the  date  of  the  demand,  was 
held  timely  and  reasonable.^  In  that  case  defendants,  Stock- 
brokers in  the  dty  of  New  York,  purchased  for  plaintiff 
certain  stocks  under  an  agreement  that  they  were  to  ad- 
vance the  money  for  the  purchases,  and  he  was  to  keep  with 
them  a  satisfactory  margin  or  security.  A  portion  of  the 
stock  was  sold  by  defendants  without  giving  plaintiff  notice 
of  the  time  and  place  of  sale.  Plaintiff  repudiated  and 
disavowed  the  sale.  Defendants  acceded  to  such  disavowal, 
and  notified  plaintiff  they  would  not  consider  the  sale  as 
made  on  his  account,  but  on  their  own ;  and  by  both  parties 
it  was  subsequently  treated  as  a  nullity  as  between  them. 
After  that  defendants  notified  plaintiff  to  furnish  additional 
margin,  and  upon  his  failure  so  to  do,  in  the  afternoon  of 
the  28th  of  April,  served  upon  him  personally  a  notice  that 
unless  a  satisfactory  margin  was  furnished,  or  the  balance 
of  his  account  paid,  his  stocks  would  be  sold  at  public  auc- 
tion upon  the  t30th  of  April,  at  12:30  p.  m.,  at  a  place  des- 
ignated ;  and  the  stocks  were  sold  in  accordance  with  the 
notice.  The  plaintiff  was  held  to  have  waived  his  right  to 
recover  as  for  a  conversion  of  the  stocks  sold  at  the  first  sale. 
His  default  in  furnishing  a  satisfactory  margin,  or  paying 
the  balance  of  the  account,  entitled  the  defendants  to  enforce 
their  lien  by  the  sale  of  the  stock ;  and,  the  parties  living  in 
the  same  city,  the  notice  of  the  sale  was  a  timely  and  reason- 
able one,  and  the  sale  legal.  It  was  held,  further,  that  in  an 
action  brought  to  recover  damages  for  the  alleged  un- 
authorized sale  of  the  stock,  the  answer  setting  up  a  counter- 
claim, it  was  proper  for  the  referee  to  state  an  account 

» Stewart  vs.  Drake,  46  N.  Y.  449. 
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between  the  parties,  and  to  give  judgment  in  favor  of  de- 
fendants for  any  balance  found  due  them. 

In  the  case  of  Oruman  vs.  Smith  ^  the  court  said :  '^  Upon 
failure  to  do  so  (furnish  margins),  the  stock  may  be  sold 
upon  reasonable  and  custojnary  notice." 

It  thus  seems  that,  in  respect  to  the  time  given  bj^  the 
notice  to  comply  with  the  demand,  the  usages  of  Brokers 
may  be  well  introduced  to  establish  a  limit,  as  this  is  one  of 
the  elements  which  may  be  assumed  as  understood  in  the 
inception  of  the  relation  of  Broker  and  Client.^ 

In  Milliken  vs.  Dehon,^  which  arose  out  of  a  transaction 
in  cotton,  similar  in  substance  to  a  stock  speculation,  the 
pledgee,  as  he  may  be  termed,  gave  the  pledgor  notice  that, 
if  the  latter  did  not  make  his  margins  good  the  next  day, 
he  would  sell   the  cotton,  which  was  done,  and  there 

^  81  N.  Y.  25.  for  notice  from  them,  and  further 

'See  chapter  on  "Usages/'  If  that  if  one  per  cent  margin  were  not 
the  usage  of  the  Exchange  justifies  sent  in  by  next  morning's  mail,  stop 
it,  there  may  be  a  sale  for  failure  to  orders  to  the  best  of  their  ability 
put  up  margins  without  any  notice,  would  be  entered,  it  was  held  that 
Van  Horn  vs.  Gilbough,  21  Am.  the  jury  was  warranted  in  finding 
Law  Reg.  (n.  s.)  171.  If  the  parties  that  this  notice  of  one  day  was  rea- 
make  no  agreement  as  to  notice,  the  sonable,  and  that  it  had  not  been 
Board  of  Trade  rules  apply.  If  the  waived  by  the  Brokers,  on  receipt 
latter  require  notice,  such  must  be  next  morning,  of  a  letter  from  the 
given.  If  there  is  neither  agree-  Client  directing  stop  orders  at  one 
ment,  nor  rule,  then  the  common  point  from  the  market,  having  tele- 
law  requires  reasonable  notice,  graphed  that  they  had  entered  stop 
Denton  vs.  Jackson,  15  Chic.  Leg.  orders  at  one  half  point.  This 
News,  309.  showed  that  the  Brokers  had  not 

•27  N.  Y.  364.  And  in  another  accepted  their  customer's  proposi 
case,  it  appearing  that  Brokers  in  tion,  but  acting  in  compliance  with 
Philadelphia  had  notified  their  their  notice  had  entered  stop  orders 
Client  in  New  York  that  as  they  had  to  the  best  of  their  ability.  Harris 
made  an  exception  in  his  case  to  vs.  Pryor,  18  N.  Y.  Supp.  128.  See 
their  usual  requirement  of  five  per  also  Johnston  vs.  Miller,  53  S.  W. 
cent  margin,  he  should  himself  Rep.  (Ark.)  1052. 
watch  his  account  without  waiting 
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was  no  point  raised  in  the  case  that  the  notice  was  too 
short. 

But  a  case^  which  arose  out  of  a  speculation  in  gold  most 
strongly  illustrates  the  question  of  what  is  a  reasonable 
time  in  this  respect.  There  the  Brokers  had  made  oral  de- 
mands for  more  margins,  to  which  the  Client  stated,  in  ef- 
fect, that  he  had  no  money  and  was  ruined,  and  that  the 
Brokers  must  take  care  of  themselves,  whereupon  the  latter 
closed  the  account  by  a  settlement.  This  the  Court  of  Ap- 
peals held  not  only  to  be  a  waiver  on  the  part  of  the  Client 
of  any  more  formal  demand,  but  that  it  also  authorized  the 
Brokers  to  close  the  account  in  the  manner  in  which  they 
did.  Church,  Ch.  J.,  in  delivering  the  opinion  of  the  court, 
said :  ^^  The  defendants  had  sold  |404,000  of  gold  short  for 
the  plaintiff,  and,  according  to  the  usual  custom  in  transact- 
ing that  business,  had  borrowed  the  gold  to  deliver.  They 
had  received  from  the  avails  of  the  gold  sold,  and  from  the 
plaintiff,  payment  for  the  gold  at  140.  On  the  morning  of 
the  23d  gold  was  quoted  at  140^,  and  at  night  it  reached 
143.  On  that  day  the  defendants  called  upon  the  plaintiff 
for  an  additional  margin  of  $7481.05,  which  would  secure 
the  gold  at  141^.  The  plaintiff  was  absent  from  the  city  on 
that  day,  and  his  clerk  delivered  some  collaterals  to  the  de- 
fendants, accompanied  by  a  promise  to  give  a  check  the 

^  Cameron  vs.  Durkheim,  55  id.  that   even  if  the  latter  relation  ex- 

425.    In  Maasachusetts  it  was  held  isted,  the  Client,  by  telling  the  Bro- 

that  as  the  relation  of  Broker,  carry-  kers  he  could  pay  no  more,  and  re- 

ing  stocks  on  a  margin,  to  a  Client,  questing  them  to  do  the  best  they 

was  a  contractual  one,  and  not  that  could  for  him,  authorized  a  sale, 

of  pledgor  and  pledgee,  the  Broker  without  notice,   if  made  in  good 

might  seU  without  notice,  when  the  faith.    The  question  of  a  usai]^e  of 

Client  failed  to  perform  his  part  of  the   Boston  Stock^brokers  to  sell 

the  contract  by  making  the  neces*  without  notice  was  not  considered, 

aary  advanceB  upon  demand,  and  Covell  vs.  Loud,  135  Mass.  41. 
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next  morning,  which  was  not  done.  On  the  morning  of 
the  24th,  at  ten  o'clock,  gold  opened  at  150,  and  rose  rapidly 
until,  at  about  half -past  eleven  o'clock,  it  reached  162^,  and 
at  a  quarter-past  twelve  the  market  broke  and  went  as  low 
as  136,  and  soon  after  dropped  to  133.  The  effect  of  the 
sudden  and  unprecedented  rise  in  gold,  as  the  evidence 
shows,  was  to  produce  the  most  intense  excitement  and  con- 
sternation among  those  concerned  in  such  transactions.  At 
one  time  the  plaintiff  w^as  deficient  in  margin  more  than 
$80,000,  while  within  an  hour  afterwards  he  might  have 
closed  the  transaction  with  a  balance  in  his  favor  of  some- 
thing over  $25,000.  The  interviews  between  the  parties 
took  place  during  the  height  of  the  excitement,  when  every- 
thing was  uncertain.  Whether  gold  would  depreciate  or  go 
to  a  much  higher  figure,  whether  the  rise  would  continue 
during  the  day  or  for  several  days,  and  whether  it  would  re- 
main permanent  or  not,  were  questions  of  doubt  and  appre- 
hension. When  the  defendants  called  for  additional  mai^ 
gins,  as  they  had  a  right  to,  if  the  plaintiff  did  say  to  them 
in  earnest  and  seriously,  as  claimed,  '  I  have  no  money ;  I 
cannot  put  up  any  more  margin.  This  ruins  me ;  I  hope  it 
won't  ruin  you ;  you  must  take  care  of  yourselves,' — it  was 
pregnant  with  authority  and  consent  that  the  defendants 
might  take  any  course  to  save  themselves  from  loss  which 
would  be  deemed  prudent  and  judicious  under  the  circum- 
stances in  which  they  were  placed.  It  could  scarcely  have 
been  more  significant  if  the  language  had  been, '  The  sudden 
rise  in  gold  ruins  me,  and  I  now  authorize  you  to  adopt  any 
course  which  will  be  most  likely  to  save  yourselves  from  loss 
on  my  account.'    This  is  the  natural  import  of  the  language."  * 

*  But  compare  Burkett  vs.  Tay-  45  Barb.  560.     Where  the  Client's 
lor,  supra,  and  Genet  vs.  Howland,   agent,  when  the  Broker  took  his 
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In  another  case  ^  the  plaintiff  employed  the  defendants, 
Stock-brokerSy  to  buy  certain  stocks  on  time,  making  and 
agreeing  to  keep  good,  in  the  defendants'  hands,  a  deposit, 
to  indemnify  them  against  depreciation  in  the  market  value. 
The  stocks  having  fallen  after  their  purchase,  the  defend- 
ants called  on  the  plaintiff  for  a  farther  deposit,  and  he 
replied  that  it  was  not  convenient  that  day,  but  that  he 
would  make  it  the  next  day.  At  the  same  interview  he 
gave  them  written  authority  to  sell  in  these  terms :  "  Please 
sell  for  my  account  200  111.  Central  E.  E.  at  51."  After 
receiving  this  written  authority,  the  defendants  sold  the 
stocks  the  same  day  at  52.  In  an  action  against  the  defend- 
ants for  making  the  sale,  evidence  was  adjudged  competent, 
on  the  part  of  the  plaintiff,  that  it  was  agreed  at  the  same 
interview,  and  before  giving  the  authority  to  sell,  that  the 
defendants  should  wait  until  the  next  day  for  a  further 
deposit,  and  that  if  the  stock  went  down  to  51  meanwhile 
(at  which  point  the  existing  deposit  would  be  exhausted), 
the  defendants  might  sell  the  stock.  This  evidence  does 
not  contradict  the  written  power.  And  such  an  agreement 
to  delay  is  not  void  as  being  without  consideration. 

orderfora"short"8ale,  had  agreed  quishment  of  a  known  right;  and 

to  stay  in  the  office  and  watch  the  there  must  be  both  knowledge  of  the 

market,  and  in  case  it  went  against  relinquishment  of  the  right  and  an 

his  principal,  would  direct  the  Bro-  intention  to  relinquish  it.     A  sub- 

ker  at  once  to  cover  it,  and  it  ap-  sequent  demand  is  not  necessarily 

peared  that  two  demands  for  mar-  a  waiver  of  a  prior  one,  even  if, 

ginsweremadeontheday  of  closing,  because  of  changes  in  the  market, 

the  Broker  was  justified  in  closing  the  amount  demanded  in  the  subse- 

without  further  notice.     Ware  ^^s.  quent   notice   should   be   different 

Raven,  6  N.  Y.  St.  Rep.  259.     It  from  that  demanded  in  the  former, 

has  been  made  a  question  how  far  Peiin  vs.  Parker,  126  111.  201. 
repeated  demands  for  margin  oper-       '  Clarke  vs.  Meigs,  10  Bosw.  (N. 

ated  as  a  waiver  of  former  demands.  Y.)  337,  338.     Where  after  margin 

A  waiver  is  the  intentional  relin-  has  been  demanded,  the  Client  gives 
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The  reasonableness  of  the  notice  may  also  depend  npou 
previous  dealings  between  the  parties.^ 

So  where  the  question  was  whether  reasonable  notice  to 
make  a  deposit  had  been  given  by  Brokers  to  their  princi- 
pal, and  all  the  evidence  on  the  subject  was  that  furnished 
by  a  former  transaction  between  the  same  parties,  in  which 
the  same  notice  was  given — the  Brokers  waited  until  the 
next  morning,  when  the  deposit  was  made  and  it  was  sat- 
isfactory— the  court  held  that  the  principal  had  a  right  to 
suppose  that  the  same  course  of  dealing  which  had  oc- 
curred in  the  former  transaction,  and  was  satisfactory  to  the 
Brokers,  was  expected  in  the  present  case ;  and  that  if  the 
Brokers  reqhired  compliance  in  any  shorter  time,  they 
should  have  given  notice  accordingly.* 

his  time  note,  but  it  is  not  received  '  A  Broker  may  dose  out  without 
by  the  Broker  under  any  agreement  notice  when  memorandums  sent 
that  such  shall  be  its  effect,  it  does  their  client  in  prior  transactions  so 
not  operate  as  a  deposit  of  margins  stipulated,  and  there  were  many 
nor  does  it  extend  the  time  for  such  previous  transactions  in  running 
deposit  until  the  maturity  of  the  account.  Robinson  vs.  Crawford, 
note.  Gould  vs.  Trask,  10  N.  Y.  62  N.  Y.  Supp.  560. 
Supp.619.  And  it  was  also  held  that  'Hanks  vs.  Drake,  49  Barb.  (N. 
as  the  Client's  action  was  for  conver-  Y.)  186.  As  to  whether  this  case  is 
sion,  and  not  for  a  balance  due  on  an  overruled  on  this  point,  see  Mark- 
account,  he  could  not  place  in  issue  ham  vs.  Jaudon,  41  N.  Y.  243,  per 
the  question  of  excessive  interest  Hunt,  Ch.  J.  See  also  cases  cited 
charged  by  the  Broker,  when  the  under  succeeding  paragraph.  So  a 
interest  would  not  equal  the  defi-  pledgee  cannot  sell  or  dispose  of 
ciency  in  margins.  Id.  But  if  the  the  securities  until  payment  of  the 
note  is  accepted  as  cash,  the  ac-  note  is  demanded  and  refused 
count  cannot  be  closed  before  its  (Lewis  vs.  Vamum,  12  Ab.  [N.  Y.] 
maturity.  Donald  vs.  Gardner,  44  Pr.  305). 
App.  Div.  235. 


) 
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(e.)  Notice  of  Sale  f&r  Failure  to  Comply  with  Demand  for 

Margins, 

But  the  mere  failure  of  the  Client  to  furnish  margins, 
after  notice  of  decline  or  advance  in  the  market,  as  the  case 
may  be,  and  a  demand  for  margins,  is  not  sufficient  to  au- 
thorize a  Broker  to  sell  the  stock  or  close  the  transaction. 
He  must  also  give  notice  of  the  time  and  place  of  sale  to 
the  Client.' 

In  respect  to  the  form  or  contents  of  the  notice  to  the 
Client,  no  uniform  rule  can  be  laid  down.  No  peculiar 
terms  or  words  need  be  used.  It  may  be  oral  or  in  writ- 
ing ;  and  it  will  be  sufficient,  if  it  conveys,  by  plain  and 

'  Cases  cited  under  preceding  sub*  ing  without  notice,  see  Corbett  vs. 
divisions,  Gniman  vs.  Smith,  81  N.  Underwood,  83  111.  324.  In  this 
Y.  25;  Stewart  vs.  Drake,  46  id.  449,  case  it  was  held  that  where  a  com- 
450  and  453;  Wheeler  vs.  Newfoould,  mission  merchant  contracts  for  the 
16  id.  392;  Read  vs.  Lambert,  10  purchase  of  grain  for  another,  to  be 
Ab.  (N.  Y.)  Pr.  n.  s.  428;  McGinnis  delivered  at  a  future  time,  the  prin- 
vs.  Smythe,  1  Sil.  23;  23  W.  D.  203;  cipal  making  an  advance  on  the 
and  see,  generally,  Gortelyou  vs.  purchase,  which  is  in  the  merchant's 
Lansing,  2  Caines  (N.  Y.)  Cas.  200;  name,  and  agrees  to  keep  the  mar- 
Fletcher  vs.  Dickinson,  89  Mass.  23;  gin  good  up  to  the  time  of  delivery, 
Morris  Canal  and  Banking  Co.  vs.  the  relation  of  pledgor  and  pledgee 
Lewis,  12  N.  J.  Ek).  323;  £ldridge  will  not  be  created,  so  as  to  require 
vs.  Metrop.  Bk.  N.  Y.  Daily  Reg.  a  notice  of  the  time  and  place  of  a 
Jan.  31,  1887.  As  to  when  the  sale  on  failure  to  keep  up  the  mar- 
Broker  is  not  liable  in  damages  al-  gins. 

tiiough  the  notice  may  have  been  So,    in    England,    Stock-brokers 

insufficient,  see  Quinlan  vs.  Ray-  who  have  with  their  own  money  pur- 

mond,  N.  Y.  Daily  Reg.  July  29,  chased  stock  for  a  principal  are  au- 

1886;  afiF'd  on  other  grounds,  3  St.  thorized  to  close  a  transaction  with- 

Rep.  573.     The  question  of  want  of  out  notice  when  it  is  apparent  that 

notice  of  the  time  and  place  of  sale  their  Client  will  be  unable  to  re- 

cannot  be  raised  for  the  first  time  on  spond  to  any  loss,  by  reason  of 

appeal.     Knickerbocker  vs.  Gould,  bankruptcy,   death,   or  insolvency 

115  N.  Y.  533.     See  also  cases  cited  of  the  latter  (Lacey  vs.  Hill  [Scrim- 

under  succeeding  paragraph.    Also  geour's  Claim],  L.  R.  8  Ch.  App. 

Schouler  on  Bailm.    (2d  ed.)  i  229.  921 ;  see  also  Colket  vs.  Ellis,  10 

When  usage  justifies  Broker  in  sell-  Phila.  375;  s.  c.  32  Leg.  Int.  82). 
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simple  language,  the  nature  of  the  property  to  be  sold,  and 
the  time  and  place  of  such  sale.  The  notice  should  state 
the  time  and  place  of  sale.^  In  respect  to  the  time  of  sale, 
the  general  principle  is  that  it  should  be  reasonable.  What 
constitutes  a  reasonable  time  depends  upon  the  peculiar  cir- 
cumstances of  each  case,  and  no  uniform  rule  can  be  laid 
down.  The  nature  of  the  stock,  the  residence  of  the  par- 
ties, and  all  the  other  elements  and  characteristics  of  the 
particular  transaction  control  the  question.^  It  is  not  nec- 
essary that  this  notice  of  sale  should  be  made  separately 
from,  or  subsequently  to,  the  demand  for  more  margins. 
They  may  both  be  embraced  in  one  notice.* 

In  respect  to  the  person  upon  whom  this  notice  should  be 
served,  it  has  been  decided  several  times  that,  in  case  of  a 

•Burkett  vs.  Taylor,  86  N.  Y.  •  Stewart  vs.  Drake,  46  N.  Y.  449; 
618,  9vb  nam.  Burkitt  vs.  Taylor,  13  Gruman  vs.  Smith,  81  id.  25;  Came- 
W.  D.  75;  Lewis  vs.  Graham,  4  Ab.  ron  vs.  Durkheim,  55  id.  425;  Sten- 
(N.  Y.)  Pr.  106;  Castello  vs.  City  ton  vs.  Jerome,  54  id.  480,  at  486. 
Bank,  1  N.  Y.  Leg.  Obs.  25;  Mark-  It  was  intimated  in  a  recent  case 
ham  vs.  Jaudon,  41  N.  Y.  235,  at  that  a  notice  sent  by  special  mes- 
243;  Edwards  on  Bailfn.  (3d  ed.)   senger  on  the  evening  of  the  day 

I  286  and  notes  3,  4  and  5;  Diller  vs.  previous  to  the  sale,  and  after  the 
Brubaker,  52  Pa.  St.  498;  Conyng-  closing  of  the  Elxchange,  from  the 
ham's  App.,  57  id.  474;  Gay  vs.  Moss,  Broker's  office  at  44  Broadway  to 
34  Gal.  125;  Robinson  vs.  Hurley,   the  Reform  Club  (the  address  given 

II  Iowa,  410.  by  the  Client)    would  have  been 
'  See  this  question  considered  in  sufficient  as  a  notification  to  the 

the  preceding  subdivision  (&.).    Mor-  Client  that  his  margins  were  ex- 

ris  Canal  Co.  vs.  Lewis,  12  N.  J.  hausted,  and  his  stock  would  be 

Eq.  323;  Diller  vs.  Brubaker,  supra;  sold  unless  margin  was  kept  up,  if 

Conyngham's  App.,  supra;  Gay  vs.  the  inference  could  fairly  be  drawn 

Moss,    supra;    Little    vs.    Barker,  that  the  Client  actuaUy  received  the 

Hoffm.  Ch.  487;  Genet  vs.  How-  notice,  the  latter  having  sworn  that 

land,  45  Barb.  (N.  Y.)  560;  s.  c.  30  he  did  not  receive  it.     Wolff  vs. 

How.  Pr.  360;  Lewis  vs.  Graham,  4  Lockwood,  75  N.  Y.   Supp.   606, 

Ab.    (N.  Y.)    Pr.  106;   Ogden  vs.  608. 
Lathrop,  3  J.  &  S.  (N.  Y.)  73;  rev'd 
65  N.  Y.  158. 
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pledge,  •  there  must  be  personal  notice  of  the  sale  to  the 
pledgor,  or  a  notice  left  at  his  residence ;  and  that  if  the 
pledgor  cannot  be  found,  so  as  to  be  served  in  this  mannw, 
resort  must  be  had  to  judicial  proceedings  to  foreclose  the 
rights  of  the  latter.^  But  notice  to  an  authorized  agent  is 
sofficient.^  And  where  it  is  impossible  to  give  notice  by 
reason  of  the  acts  of  the  pledgor,  a  sale  may  be  made  with- 
out notice.'  And  in  some  instances  a  sale  may  be  made 
after  publication  of  notice  thereof  in  a  newspaper.^ 

The  case  of  Wheeler  vs.  Newbould,'  although  not  one 
arising  out  of  any  stock  transaction,  is  frequently  met  with 
in  stock  cases  upon  the  question  of  the  manner  in  which  the 
pledgee  should  proceed  to  sell  the  pledge. 

The  defendant,  in  that  case,  purposely  withheld  from  the 
plaintiff  all  knowledge  of  the  time,  the  place,  and  manner 
of  sale,  and  the  sale,  when  effected,  was  made  privately  for 
abont  three  fourths  of  the  actual  and  nominal  value  of  the 
securities.    The  court  held  that  this  was  illegal. 

It  was  said  by  Brown,  J.,  that,  "  if  we  assume  that  the 
defendant  had  authority  to  sell  the  subject  of  the  pledge  in 
satisfaction  of  his  debt,  it  was  nevertheless  his  duty  to  give 
to  the  plaintiff  personal  notice  of  the  time  and  place  of  the 
sale.  .  .  .  'And  personal  notice  to  the  pledgor  to  redeem  and 
of  the  intended  sale  must  be  given  as  well  in  the  one  case 

>  Stearns  vs.  Marah,  4  Denio,  227;  »  Potter  vs.  Thompeon,  10  R.  1. 1. 
Garlick  vs.  James,  12  Johns.  146;  'City  Bank  of  Racine  vs.  Bab- 
Story's  £q.  Jur.  (13th  ed.)  |  1008;  cock,  supra. 

Strong  vs.  Natl  Bank'g  Ass'n,  45  *  Stokes  vs.  Frazier,  72  111.  428. 

N.  Y.  718;  Bryan  vs.  Baldwin,  7  See  also  cases  cited  under  preceding 

Lans.    (N.   Y.)    174;   Donohoe  vs.  subdivision  (6.).     As  to  how  far  this 

Gamble,  38  Cal.  340;  Pigot  vs.  Cub-  rule  may  be  affected  by  waiver,  see 

ley,  15  C.  B.  (n.  s.)  701;  City  Bank  post,  pp.  353-6. 

of  Racine  vs.  Babcock,  1  Hohnes  M6  N.  Y.  392. 
(C.  C.  U.  S.),  180.                                                                                                                       I 
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right  secured  to  the  pledgee  by  his  contract,^  nor  is  leave  of 
the  bankruptcy  court  necessary  to  sell  the  stock  pledged.' 
But  the  mere  fact  that  the  Broker  sells,  without  due  notice 
to  the  Client  of  the  time  and  place  of  sale,  and  by  such  act 
commits  a  conversion,  does  not  preclude  him  from  bringing 
an  action  against  his  Client  to  recover  the  debt  arising  out 
of  the  advance  made  by  the  Broker  to  purchase  the  stock. 
And  where  a  minor  has  employed  a  Stock-broker  to  buy 
stock  for  him,  and,  on  coming  of  age,  has  repudiated  the 
transaction,  and  retracted  the  authority  given  to  the 
Broker,  a  sale  of  the  stock  bought  by  the  latter,  without 
notice  or  demand  of  payment  on  the  Client,  is  a  tortious 
conversion  of  the  stock ;  and  in  an  action  by  the  Broker 
for  the  loss  on  the  stock,  under  such  circumstances  the 
Client  is  entitled  to  recover,  under  a  counterclaim,  the 
amount  deposited  by  him  with  the  Broker  to  cover  mar- 
gins.' If  a  colorable  sale  has  been  made  by  the  Broker, 
and  subsequently  rescinded,  and  he  regains  possession  of 
the  securities,  he  cannot  make  a  second  sale  without  notify- 
ing his  CUent.* 


^  Jerome  vs.  McCarter,  94  U.  S.  did  so,  but,  finding  the  price  rapjdly 

734.  going  downj  sold  it  for  his  own  pro- 

'  In  re  Grinnell,  9  Natl  Bankr.  tection;  and,  on  the  refusal  of  his 

Reg.  137.  principal  to  ratify  the  sale,  replaced 

If  a  Broker  makes  a  general  it,  and  tendered  the  elevator  re- 
assignment or  becomes  bankrupt,  a  ceipts.  The  principal  refused  to 
demand  by  a  customer,  followed  by  receive  them,  and  the  Broker  sold 
tender,  is  not  necessary.  And  the  the  com.  Both  sales  were  made  at 
same  rule  applies  to  bankruptcy  a  loss,  and  the  Broker  sued  his  prin- 
followed  by  a  general  assignment,  cipal  for  damages.  Held,  that  in 
In  re  Swift,  112  Fed.  Rep.  315.  estimating  damages  the  first  sale 

'  Heath  vs.  Mahoney,   24    Hun  was  immaterial  (Gregory  vs.  Wen- 

(N.  Y.),  341;  s.  c.  reported  more  dell,  40  Mich.  432). 
fully,  12  N.  Y.  Weekly  Dig.  404.    A       *  Leahy  vs.  Lobdell,  90  Fed.  Rep. 

Broker  commissioned  to  buy  com  G65. 
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This  right  to  notice  of  sale,  however,  may  be  waived, 
either  expressly*  or  by  implication;  or,  where  there  has 
been  no  notice,  or  an  insufficient  notice,  the  proceedings 
thereunder  may  be  coniirmed  or  ratified  by  the  acts  of  the 
pledgor.* 

^  A   bona    fide    sub-pledgee   for  389;  Stenton  vs.  Jerome,  54  N.  Y. 

value  may  sell  the  securities  at  pub-  480;  Milliken  vs.  Dehon,  27  id.  364; 

lie  or  private  sale  without  notice,  Child  vs.  Hugg,  41  Cal.  519;  Bryson 

when    the    contract*  of  sub-pledge  vs.  Rayner,  25  Md'  424;  Hyatt  vs.: 

expressly  so  provides,  and  this  right  Argenti,   3  Cal.    151 ;   Loomis   vs. 

is  not  aJffected  by  notice  from  the  Stave,  72  111.  623;  Md.  Fire  lus.  Co. 

original  pledgor,  unless  the  latter  vs.    Dalr3rmple,    25   Md.    242-264; 

pays  or  tenders  the  amount  of  the  Colket  vs.  Ellis,  10  Phila.  375;  s.  c. 

sub-pledge.     Thompson  vs.   Bank,  32  Leg.  Int.  82;  Baltimore  Marine 

113  N.  Y.  328.     See  also  Williams  Ins.  Co.  vs.  Dalrymple,  25  Md.  269; 

vs.  Trust  Co.,  133  N.  Y.  660.     But  Hamilton  vs.  State  Bank,  22  la. 

if  there  is  no  such  special  agreement  306;  Clark  vs.  Bouvain,  20  La.  Ann. 

to    sell    without    notice,  the    sub-  70;  Searing  vs.  Butler,  69  lU.  575. 

pledgee  is  guilty  of  conversion  when  But  see  Kenfield  vs.  Latham,  2  Cal. 

he  sells  without  demand  of  the  sub-  Leg.  Rec.  235.     Where  it  appears 

pledgor  of  payment,  and  without  from  the  Client's  own  admission  that 

notice.     Smith  vs.  Savin,  141  N.  Y.  he  never  intended  to  pay  for  and 

328.     If  the  contract  of  pledge  au-  take  up  the  stock,  he  is  estopped 

thorizes  a  private  sale  ''without  ad-  from  complaining  of  want  of  notice 

vertisement    or   notice,  which   are  of  sale,  or  any  other  informality  in 

hereby    expressly   waived,"  notice  connection  with  it.     The  object  of 

of  the  sale  need  not  be  given  either  the  notice  is  to  enable  a  party  to 

to  the  pledgor  or  the  public.     A  come  forward,  pay  up  and  prevent 

mere  authorization  of  a  private  sale  the  sacrifice  of  the  pledge,  but  when 

is  an  implied  waiver  of  the  notice,  he  says  he  would  not  have  availed 

Dullnig  vs.  Weekes,  40  S.  W.  Rep.  himself  of  such  a  notice,  nor  have 

(Tex.)  178.  interfered  to  protect  the  stock  by 

Although     notice    is    dispensed  paying  the  amount  owed  upon  it, 

with.  Stock-brokers  must  however  what  advantage  would  it  have  been 

make  the  sale  in  good  faith  and  in  to  him  to  have  notice,  or  what  harm 

the  exercise  of  a  sound  judgment  could   come  from   the  lack   of  it. 

when  they   consider  the  state   of  Vanhom  vs.  Gilbough,  21  Am,  L. 

the  market  warrants.     Wicks  vs.  Reg.  (n.  s)  171;  10  W.  N.  C.  347. 

Hatch,  62  N.  Y.  535.  A  sale  of  plede:ed  securities  may 

'  Sparhawk  vs.  Drexel,  12  Natl  be  made  without  notice  or  demand 
Bankr.  Reg.  450;  Gruman  vs.  when  (1)  the  parties  have  so  ex- 
Smith,  81  N.  Y.  25;  rev'g  12  J.  &  S.  pressly  agreed,  or  (2)  where  the  debt 

23 
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In  StentoQ  vs.  Jerome  ^  the  qaestion  arose  as  to  bow  &ir 
a  conversion  of  the  Client's  stocks  may  be  waived  by  a  subse- 
quent payment  of  an  apparent  balance  of  account  to  the 
Brokers.  There  the  B  rokers  had  committed  a  conversion  by 
an  unauthorized  sale  of  stocks,  without  a  previous  demand  of 
margin.  This  wrongful  sale  was  made  on  the  11th  of  Janu- 
ary, 1866,  and  a  notification  of  it  sent  to  the  Client.  On  the 
14th  of  January  the  Brokers  made  up  the  account,  showing 
a  small  balance  due  them,  and  leaving  in  their  hands  as  secu- 
rity for  such  balance  certain  United  States  bonds.  Subse- 
quently the  Client  called  and  complained  of  the  manner  in 
which  she  had  been  treatisd.  The  Brokers  having  written 
several  letters  stating  that  unless  the  balance  was  paid  they 
would  sell  her  bonds,  she  finally,  being  in  ill-health,  and  her 
husband  having  met  with  a  serious  accident  needing  her  at- 
tention! and  having  pressing  need  for  her  bonds,  wrote  to  her 
Brokers  informing  them  of  these  facts,  and  sent  therewith 
the  balance  of  account ;  thereupon  the  Brokers  delivered 
the  United  States  bonds  to  her  messenger.  She  subsequently 
brought  an  action  to  recover  damages  for  the  unlawful  con- 
version of  her  stocks.  The  court  of  ultimate  resort,  affirm- 
ing the  judgments  of  the  lower  tribunals,  held  that  the 
action  of  the  Client  in  accepting  the  account  did  not  consti- 
tute an  account  stated  between  the  parties ;  and  that  her 
subsequent  payment  of  the  balance  for  the  purpose  of  ob- 
taining her  bonds  was  not  voluntary,  but  compulsory,  con- 
is  to  be  paid  on  a  specified  day.  the  maturity  of  the  note.  Id.  K 
Chouteau  vb.  Allen,  70  Mo.  290.  a  pledgee  assigns  a  security  \diich  is 
In  which  case  it  was  also  held  that  not  negotiable,  his  assignee  takes  no 
when  a  note  (the  payment  of  which  greater  title  than  he  himself  po6- 
is  secured  by  a  pledge  of  bonds)  is  sesses.  Id. 
sub-pledged  to  secure  acceptances,  ^  54  N.  Y.  480. 
a  sale  of  the  bonds  may  be  made  at 
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stitating  a  duress  of  goods.  One  of  the  learned  judges 
held  that  an  action  could  have  been  sustained  to  recover 
back  the  balance  paid  to  the  Brokers ;  and  that  inasmuch 
as  the  present  action  was  one  of  conversion,  it,  having  once 
vested,  could  only  be  discharged  bj  release  under  seal  or 
the  receipt  of  something  in  satisfaction.^ 

But  where  a  sale  of  mining  stocks  was  made  without  noti- 
fying the  pledgor  to  make  his  margin  good,  and  without  suf- 
ficient notice  of  time  and  place  of  sale,  still,  if  the  pledgor 
knew  of  the  time  and  place  and  made  no  objection,  and, 
after  the  sale,  he  was  presented  with  an  account  in  which 
he  was  credited  the  amount  received  at  the  sale,  and  he  ad- 
mits the  .correctness  of  the  same,  approves  of  the  sale,  and 
promises  to  pay  the  balance  claimed — these  facts  are  suf- 
ficient to  show  a  ratification  of  the  illegal  sale,  and  the 
court  will  not  disturb  the  same.' 

And  where  the  notice  of  sale  was  dispensed  with,  but  de- 
mand for  payment  of  the  debt  was  not,  it  was  held  that 
the  Broker  who  sold  his  Client's  stock  without  notice  and 


'To  same  effect,  see  Clarke  vs.  either  as  a  waiver  of  the  right  to 
Meigs,  10  Bosw.  (N.  Y.)  337;  s.  c.  22  notice  of  sale,  or  as  a  ratification  of 
How.  Pr.  340.  As  to  the  effect  of  the  method  of  sale  adopted,  and  so 
tender,  see  Talmage  vs.  Third  Na^  does  not  reqiiire  that  the  proof 
tional  Bk.,  91  N.  Y.  531  at  535.  should  reach  to  the  conclusiveness 

'  Child  vs.  Hugg,  41  Cal.  519;  of  an  account  stated.  Without  an 
Gould  vs.  Trask,  10  N.  Y.  Supp.  actual  agreement  upon  a  precise 
619^  Even  if  after  a  wrongful  sale,  balance  and  a  promise  to  pay  it, 
the  Broker  presents  an  account  to  there  may  still  be  such  a  promise  on 
the  Client  showing  such  sale  and  a  the  part  of  the  Client  as  necessarily 
resultant  loss,  and  the  Client  with-  recognizes  and  ratifies  the  sales 
out  objection  to  the  manner  of  sale  made  and  the  method  which  the 
promises  to  settle  the  account,  this  Broker  has  pursued.  Gillett  vs. 
promise  is  conclusive  upon  him,  and  Whiting,  141  N.  Y.  71,  73;  s.  c.  120 
the  Broker  may  recover  the  loss.  N.  Y.  402,  406.  See  also  upon  this 
The   promise   may  be   considered   point,  p.  212. 
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without  demand  was  guilty  of  a  conversion  of  the  stook, 
and  was  liable  in  damages.^ 

Where,  however,  there  has  been  a  waiver  of  demand,  or 
of  notice  of  time  and  place  of  sale,  there  is  still  an  obligation 
resting  upon  the  pledgee  to  act  with  entire  good  faith,  and 
to  sell  the  securities  for  the  highest  price  that  he  can 
obtain.' 

(<f.)  Place  of  Sale. 

The  preliminary  steps  having  been  properly  taken,  the 
next  inquiry  is  as  to  the  place  where  the  sale  should  be 
made.  In  the  case  of  an  ordinary  dealing  in  stocks,  where 
a  Client  orders  his  Broker  to  buy  or  sell,  the  place  where 
the  purchases  or  sales  are  to  be  made  is  at  the  Stock  Ex- 
change, unless  the  Broker  is  otherwise  directed.  That  is 
the  place  where  transactions  of  this  description  are  custom- 
arily made,  and,  by  employing  a  Stock-broker,  the  Client 
impliedly  authorizes  him  to  perform  the  business  in  the 
manner  and  at  the  place  established  by  local  usage.'  And, 
on  the  other  hand,  the  Broker,  in  his  dealings  for  his  Client, 
is  likewise  restricted  by  usage,  and  he  violates  his  instruc- 
tions by  buying  or  selling  in  any  other  manner  or  place  than 
that  which  usage  justifies.* 

But  what  is  more  particularly  intended  in  this  connection 
is  to  ascertain  the  proper  place  for  buying  or  selling  the 

*  Kenfield  vs.  Latham,  supra.  failure,  after  notice,  to  put  up  mar- 

'  Sparhawk  vs.  Drexel,  12  Nat'l  gin,   reasonable  notice  of  the  time 

Bankr.  Reg.  450,  at  471  and  472;  and  place  of  sale  must  nevertheless 

Genet  vs.  Rowland,  45  Barb.  (X.  be  given.     Rothschild  vs.  Allen,  86 

Y.)  560;  Covell  vs.  Loud,  135  Mass.  N.  Y.  Supp.  42. 

41.    See  also  Rogers  vs.  Wiley,  131  *  Rosenstock  vs.  Tormey,  32  Md. 

N.  Y.  527;  Fitzgerald  vs.  Blocher,  169. 

32  Ark.  742;  and  cases  just  cited,  *  Id.;  see  also  title  "Usages." 

ante,  p.  355.     Even  though  there  is 
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stocks  where  the  Ghent  is  in  default  of  margins  after 
proper  demand  and  notice,  or  where  the  Broker  desires  to 
close  the  transaction  and  the  Client  refuses  to  '^  buy  in  "  or 
receive  the  stocks  which  are  being  ^^  carried "  for  his  ac- 
count, or  to  authorize  the  Broker  to  do  so. 

In  the  first  place,  where  the  Client  is  "  short "  of  stocks, 
and  by  a  rise  in  the  price  his  margin  is  exhausted,  it  would 
seem  to  be  reasonable  that  the  Broker,  after  due  demand  and 
notice,  should  be  at  liberty  to  "  buy  in  "  the  stocks  and 
close  the  transaction  at  the  Stock  Exchange.  The  very 
nature  of  a  ^'  short "  sale  requires  that  the  Broker  should 
make  the  purchase  at  the  Exchange,  which  is  always  open, 
and  where  stocks  may  be  bought  at  any  time  during  the 
regular  hours  of  business.  It  would  be  absurdly  incongru- 
ous to  hold  that  where,  on  a  short  sale,  the  Client  was  in 
default,  the  Broker  should  be  required  to  make  the  purchase 
of  the  stock  at  public  auction.  The  Broker  would  have  no 
power  to  compel  a  public  auction  to  be  held,  or  to  force  any 
one  to  put  up  the  kind  and  amount  of  stocks  which  he  de- 
sired to  buy.  There  would  therefore  seem  to  be  no  room 
for  doubt  that  the  B  roker,  in  such  a  case,  could  make  the 
purchase  at  the  Exchange.^ 

But  a  different  and  more  difficult  question  arises  in  a  case 
where  a  Client  is  "long"  of  stocks  and  the  Broker  is  carry- 
ing them  for  his  account.  In  this  event,  as  has  been 
observed,  the  Broker  occupies  the  relation  of  a  pledgee  to 
his  Client,  and  upon  failure  of  the  latter  to  supply  proper 
margins  to  meet  the  fluctuations  of  the  market  he  may, 
after  proper  notice  to  the  Client,  as  we  have  seen,  sell  the 
same.     Where  ?    Is  the  answer  to  be  determined  in  precisely 

^  See  authorities  cited  ante,  under  especially  Knowlton  vs.  Fitch,  52 
{  VII.,  appertaining  to  a  short  sale,   N.  Y.  288. 
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the  same  manner  as  if  the  case  were  one  of  pure  pledge,  as, 
for  instance,  where  money  is  advanced  upon  the  security  of 
personal  property  and  the  pledgor  refuses  to  redeem  it! 
Or,  will  the  courts  take  into  consideration  the  important 
element  of  usage,  and  hold  that  a  sale  made  at  the  Ex- 
change is  binding  upon  the  Client  ?  The  general  principle 
is,  that  the  pledgee  of  stocks  must  sell  the  same  at  public 
auction.^ 

The  rule  confining  the  place  of  sale  to  a  public  auction  is 
very  old  and  uniform.  The  theory  of  the  law  is,  that  the 
sale  should  be  made  at  some  place  where  all  the  parties 
interested  may  have  an  opportunity  to  attend  and  see  that 
it  is  fairly  conducted ;  that  the  pledgor  may  exert  himself 
in  procuring  buyers,  and  thus  enhance  the  price,  and  give 
him  the  right  to  redeem  the  pledge  at  any  moment  before 
the  sale  should  be  actually  made.^  And,  in  the  absence  of 
express  agreement  authorizing  a  different  mode,  there  are 
cases  that  undoubtedly  hold  that  mere  local  usage  to  sell 
at  private  sale  cannot  be  allowed  to  modify  this  right  of 
the  pledgor."  In  furtherance  of  this  general  rule,  the  courts 
have  repeatedly  held  that  a  sale  of  pledged  stocks  cannot  be 
made  at  the  Board  of  Brokers  in  New  York  city,  unless 
there  was  a  stipulation  to  that  effect,  for  the  reason  that  by 
the  regulations  of  the  Board  the  sales  are  essentially  privatCi 
no  one  being  allowed  to  enter  the  room  but  members.' 

^Milliken  vs.  Dehon,  27  N.  Y.  392;   Story    on   Bailm.    (9th   ed.) 

364;  VHieeler  vs.  Newbould,  16  id.  {  310,  note  3;  but  compare  Dyken 

392;  Edwards  on  Bailm.  (3d  ed.)  vs.  Allen,  7  Hill,  497;  Castello  vs. 

i  283;  Schouler  on  Bailm.  (2d  ed.)  City  Bank,  1  N.  Y.  Leg.  Obs.  25,  and 

§  230;  Tyler  on  Usury,  etc.,  585  et  other    cases    cited.    Edwards    on 

seq.  BaUm.   (3d  ed.)   §  283,  and  cases 

'  Id.  cited  in  notes  2  and  3. 

» Brown  vs.  Ward,  3  Duer,  660;  *  Id.;  Wood  vs.  Hamilton,  cited  in 

Wheeler  vs.  Newbould,  16  N.  Y.  Castello  vs.  City  Bank,  supra;  Ran- 
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It  will  be  observed  that  in  all  of  the  cases  just  cited,  the 
relation  of  pledgor  and  pledgee  existed  between  the  parties, 
hit  that  such  relation  did  not  grow  out  of  speculations 
in  stocks  upon  margmsj  save  in  the  case  of  Brass  vs.  Worth, 
In  that  case,  however,  the  Brokers  had  sold  the  Client's 
stock  without  any  notice  to  him  that  his  margins  had  be- 
come exhausted,  and  the  court  said,  ^'  The  defendants  claim 
the  right  to  sell  the  property  pledged  without  notice  to  or 
knowledge  of  the  pledgor  the  moment  prices  sank  so  that 
collaterals  deposited  are  no  longer  equal  to  the  margin  of 
the  five  per  cent  stipulated  in  the  contract ; "  and  that  this 
fact,  coupled  with  the  sale  being  made  at  the  Board  of 
Brokers,  a  place  that  the  court  held  was  private,  rendered 
the  transaction  nugatory. 

But  the  grounds  upon  which  these  decisions  are  based, 
holding  that  a  sale  at  the  Stock  Exchange,  in  the  absence  of 

kin  vs.  McGuUough,  12  Barb.  (N.  procuring  buyers  of  his  stock,  en- 
Y.)  103;  Brass  vs.  Worth,  40  id.  648.  hance  the  price  and  give  him  the 
But  where  the  limit  of  a  stop  order  right  to  redeem  the  pledge  at  any 
has  been  reached,  the  Broker  may  moment  before  the  sale  should  be 
sell  the  stocks  carried  in  any  usual  actually  made/'  while  in  the  second 
and  ordinary  way  whether  at  the  case,  there  is  no  necessity  for  notice 
Stock  Exchange  or  at  private  sale,  of  place  of  sale  to  the  Client,  nor  for 
Porter  vs.  Wormser,  94  N.  Y.  431.  him  to  be  present  in  order  to  get  an 
The  difference  between  the  case  of  adequate  price  for  his  stock.  He 
a  compulsory  sale  by  a  Broker  on  has  himself  fixed  the  price  of  sale  in 
default  of  his  Client  to  furnish  mar-  his  stop  order,  and  the  Broker  is  at 
gin,  where  the  sale  must  be  by  pub-  liberty  to  follow  any  usiial  and  ordi- 
lie  auction,  and  cases  such  as  Porter  nary  method  of  selling  so  long  as  he 
vs.  Wormser,  is  this:  In  the  first  obtains  that  price, 
case,  as  stated  in  the  text  (p.  358),  There  is  in  effect  a  waiver  by  the 
"the  theory  of  the  law  is  that  the  Client  of  notice  of  place  of  sale,  and 
sale  should  be  made  at  some  place  an  authority  to  the  Broker  to  ob- 
where  all  the  parties  interested  may  tain  a  certain  price.  This  price  be- 
have an  opportunity  to  attend  and  ing  obtained  it  is  immaterial  by 
see  that  it  is  fairly  conducted;  that  what  method  of  sale  it  was  done, 
the  pledgor  may  exert  himself  in 


360  Stock-brokers  and  Stock  Exchanges. 

express  agreement,  is  invalid,  will,  we  think,  when  carefully 
examined,  be  found  faulty  and  untenable  at  the  present  day. 
In  the  first  place,  a  sale  at  the  Stock  Exchange  is  not  in  any 
broad  sei&e  made  privateli/  ;  it  is  in  almost  every  respect  a 
public  sale.  While  it  is  true  that  the  Stock  Exchange  is,  to 
a  certain  extent,  a  private  organization,  from  which  all  per- 
sons are  sedulously  excluded  who  are  not  members,  yet  it  is 
the  great  mart  for  disposing  of  and  establishing  the  prices 
of  stocks ;  and  in  no  public  exchange  could  they  be  sold  to 
better  advantage.  And  although  strangers  are  not  allowed 
to  attend  and  bid,  they  can  always  be  represented  by  Bro- 
kers of  their  own  choosing,  who  will  carry  out  the  wishes 
of  their  principals. 

In  Sparhawk  vs.  Drexel  ^  Cadwalader,  J.,  in  overruling 
an  objection  to  a  sale  made  at  the  Stock  Exchange,  says : 
"  As  to  the  mode,  1  am  not  aware  of  any  reason  that  the 
sales  should  have  been  by  auction.  On  the  contrary,  I 
think  that,  considering  the  nature  of  the  securities,  this 
would  not  have  been  an  advantageous  mode  of  disposing  of 
them,  if  there  was  a  fair  market  for  them  at  the  Stock  Ex- 
change, or  Brokers'  Board,  where  the  ruling  prices  ordi- 
narily fix  the  standard  value,  from  time  to  time,  of  such 
securities.  If  the  times  of  sale  were  proper,  this  mode 
was  unobjectionable."  In  that  case,  however,  there  was 
an  express  authority  to  sell  at  public  or  private  sale. 

It  seems  almost  absurd  to  call  a  great  mart  like  the  Stock 
Exchange  a  private  place,  in  face  of  the  patent  fact  that  all 
prices  are  established  there;  yet,  as  has  been  seen,  the 
above  cases  hold  that,  in  the  absence  of  an  agreement  giving 
the  pledgee  a  right  to  sell  privately,  a  sale  at  the  Board  of 

» 12  Natl  Bankr.  Reg.  450,  at  470. 
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Brokers  does  not  answer  the  requirements  of  the  general  law 
of  pledges,  requiring  a  sale  of  the  pledge  to  be  at  public 
auction. 

In  the  second  place,  the  closing  of  a  speculative  transac- 
tion in  stocks  is  different  from  that  of  an  ordinary  pledge. 
The  parties  to  a  stock  speculation  intend  that  the  trans- 
action shall  be  carried  on  and  consummated  at  the  Stock 
Exchange;  indeed,  there  is  no  other  place  where  such  a 
speculation  can  be  engaged  in.  It  is,  therefore,  but  reason- 
able that  the  Broker  should  be  allowed,  after  giving  all 
necessary  preliminary  notices,  to  close  the  transaction  by  a 
sale  of  the  stocks  at  the  Stock  Exchange,  and  the  introduc- 
tion of  the  usages  of  Stock-brokers  might  go  very  far  to- 
wards effecting  this  result. 

This  was  the  view  adopted  by  the  Court  of  Appeals  of 
Maryland  as  early  as  1866,^  after  a  review  of  the  New  York 
cases  holding  to  the  contrary.  The  court  said :  " .  .  .  Con- 
sidering the  requirements  of  the  law,  and  the  reason  and  nar 
ture  of  the  transaction,  we  are  of  the  opinion  that  the  most 
proper  and  suitable  place  for  a  sale  of  stock  is  at  the  Board 
of  Brokers.  There  is  the  Stock  Market — the  mart  to  which 
vendors  and  purchasers  resort,  by  their  agents,  to  buy  and 
sell  stock,  where  competition  among  bidders  is  most  apt  to 
be  found.  Such  sales  are  public ;  and  unless  there  be,  in 
the  particular  case,  some  ground  for  impeaching  their  fair- 
ness, we  are  of  opinion  they  are  reasonable  and  ought  to  be 
supported."  And  this  doctrine  was  afterwards  expressly 
confirmed  by  the  same  court.^ 

^  Md.  Fire  Ins.  Co.  vs.  Dalrymple,  Andrews,  J.,  in  Sistare  vs.  Best,  88 

25  Md.  242-265.  N.  Y.  534,  in  respect  to  a  sale  at  the 

*  Rosenstock  vs.  Tormey,  32  Md.  New  York  Stock  Exchange.     And 

169.    Similar  language  was  used  by  the  New  York  Court  of  Appeals  in 
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And  it  has  been  held  ^  that  where  a  pledgor  is  notified 
that  a  sale  of  his  stocks  will  be  made  at  the  Board  of  Brokers, 
if  he  is  dissatisfied  with  the  place  of  sale,  he  must  promptly 
dissent,  or  his  silence  will  be  understood  as  an  acquiescence. 
In  Dykers  vs.  Allen,^  however,  the  Supreme  Court  of  New 
York  held  that  where  authority  was  given  to  sell  stock  at 
the  Board  of  Brokers,  the  sale  must  be  openly  made.  The 
court,  upon  this  point,  said :  ^^  The  authority  to  sell  the 
stock  in  question  at  the  Board  of  Brokers  for  the  payment 
of  the  debt,  if  such  debt  was  not  paid  when  it  became  due, 
did  not  authorize  the  pledgees,  even  if  they  had  retained 
the  stock  in  their  own  hands,  to  put  iJie  same  up  secredy. 

holding  that,  in  ascertaining  the  seeking  for  some  personal  gain  and 
''actual"  value  of  stock,  for  the  advantage,  will  almost  univerBaUy, 
purposes  of  taxation,  the  commis-  if  time  sufficient  be  taken,  furnish 
sioners  of  assessment  might  proba-  the  true  measure  of  the  actual  value 
bly  have  done  injustice  to  the  of  the  stock.''  The  court,  however, 
relator,  in  taking  the  book  value  in-  added:  "  But  there  is  no  law  which 
stead  of  the  market  value  of  the  compels  assessors  to  resort  to  mar- 
stock,  said  (People  vs.  Coleman,  107  ket  value  to  find  the  actual  value  of 
N.  Y.  544):  "So  the  market  value  of  capital  stock.  That  standard  is 
the  shares  of  capital  stock  may  sometimes  illusory  and  untnist- 
sometimes  be  above  and  sometimes  worthy.  The  buyers  or  seQers  may 
below  the  actual  value.  Such  value  be  too  few,  and  the  transactions  not 
may  be  greatly  enhanced  or  de-  sufficiently  numerous  to  furnish  a 
prised  for  speculative  purposes  real  test  of  value."  See  Walter  vs. 
without  any  change  in  the  actual  King,  supra,  p.  380,  cited  in  Brod- 
value.  But  the  market  value  of  hurst  on  ''Stock  Exchange  Law " 
any  stock  which  is  listed  at  the  p.  215;  see  also  in  this  connection 
Stock  Elxchange  in  New  York,  and  Schepeler  vs.  Eisner,  3  Daly  (N.  Y.), 
largely  dealt  in  from  day  to  day  for  11,  which,  however,  is  in  efiPect 
a  series  of  months  will  usually  fur-  overruled  by  Markham  vs.  Jaudon, 
nish  the  best  measure  of  value  for  41  N.  Y.  235;  and  the  question  was 
all  purposes.  The  competition  of  raised,  but  not  decided,  in  Child  vs. 
selleTs  and  buyers,  most  of  them  Hugg,  41  Gal.  519;  Laws  of  N.  Y.  of 
careful  and  vigilant  to  take  account  1891,  c.  34. 

of   everything   affecting    value   of  *  Willoughby  vs.  Comstock,  3  Hill 

stock  in  which  they  deal,  and  each  (N.  Y.),  389. 

mindful  of  his  own  interests,  and  >  7  HiU  (N.  Y.),  497. 
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But  they  should  have  put  up  the  stock  openly,  and  offered 
it  for  sale  to  the  highest  bidder  at  the  Board  of  Brokers, 
stating  that  it  was  stock  which  had  been  pledged  for  the 
security  of  this  debt,  and  with  authority  to  sell  it  at  the 
Board  of  Brokers  if  the  debt  was  not  paid.  In  this  way 
only  the  stock  would  be  likely  to  bring  its  fair  market 
value  at  the  time  it  was  offered  for  sale.  And  in  this  way 
alone  could  it  be  known  that  it  was  honestly  and  fairly 
sold,  and  that  it  was  not  purchased  in  for  the  benefit  of  the 
pledgees  by  some  secret  understanding  between  them  and 
the  purchasers." 

Altogether,  the  law  upon  this  subject  is  in  a  very  unsatis- 
factory condition ;  and  if  the  remarks  just  quoted  are  ac- 
cepted as  correct,  it  is  rendered  even  more  uncertain.  But 
we  believe  that  the  rule  is  otherwise,  and  that  an  authority 
to  sell  at  the  Board  of  Brokers  includes  the  power  to  sell  in 
accordance  with  the  ways  and  manner  in  which  sales  are 
ordinarily  conducted  at  that  place. 

A  statement  preceding  the  sale,  that  the  stocks  were 
being  sold  to  close  a  transaction,  as  indicated  above,  would 
not  enhance  the  price  of  the  same,  and  would  be  of  no  con- 
ceivable benefit  to  the  pledgor.^  Upon  the  whole,  we  are 
inclined  to  think  that,  taking  into  consideration  the  char- 
acter of  a  speculative  transaction  in  securities  on  margin, 
the  courts  would  uphold  a  sale  at  the  Stock  Exchange  for 
the  reasons  heretofore  advanced.  Where  several  different 
kinds  of  stock  are  pledged  as  security  for  different  loans,  a 
jadgment  directing  a  sale  in  gross  of  all  the  stocks  is  erro- 
neous.   Unless  the  several  stocks  are  pledged  as  security  for 

^  See,  as  generally  sustaining  the  N.  Y.  535;  Ogden  vs.  Lathrop,  65  id. 
above  views.  Wicks  vs.  Hatch,  62   158;  Quincey  vs.  White,  63  id.  370. 
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the  same  debt,  it  is  not  proper  to  apply  the  proceeds  to  the 
payment  of  the  entire  indebtedness.^ 

The  doctrine  of  waiver  may  exercise  a  very  important  in- 
fluence on  all  the  questions  heretofore  discussed ;  because  it 
has  been  held,  in  a  number  of  cases,  that  the  pledgor  may 
waive  his  right  not  only  to  a  notice  of  sale,  but  as  to  the 
manner  and  place  where  the  sale  should  be  made.  This 
waiver,  moreover,  need  not  be  expressly  entered  into  by 
the  pledgor,  but  it  may  be  inferred  by  the  court  from  the 
nature  of  the  transaction,  or  the  surrounding  circumstances 
thereof.^  And  the  pledgor  may  waive  his  rights  to  object 
to  the  informality  of  the  proceedings  of  the  sale  of  the 
pledged  article  by  conduct  on  his  part  amounting  to  a  ratifi- 
cation.^ So  acquiescence  by  a  principal  in  the  wrongful 
acts  of  his  agents,  to  amount  to  a  ratification,  must  have 
been  continued  for  some  length  of  time,  and  the  principal 
must  have  been  cognizant  of  his  rights.*  A  principal, 
however,  is  not  necessarily  to  be  deemed  to  have  ratified  a 
wrongful  act  of  his  agent  so  as  to  exempt  the  agent  from 
liability  to  him,  merely  because  he  does  not  notify  to  the 
agent  his  dissent  at  the  earliest  possible  opportunity  after 
being  informed  of  the  wrongful  act.'  But  the  ratification 
may  be  inferred  from  circumstances,  as  where  the  agent 
exceeds  his  authority  a  subsequent  assent  may  be  inferred, 

I  Mahoney  vs.  Caperton,  15  Cal.  EUis,  10  Phila.  375;  s.  c.  32  Leg. 

313.  Int.  82. 

'See  cases  heretofore  cited,   p.  'Hamilton  vs.  State  Bank,   22 

353.     Bryson  vs.  Rayner,  25  Md.  Iowa,  306;  Child  vs.  Hugg,  41  Cal. 

424;  Hyatt  vs.  Argenti,  3  Cal.  151;  519;  Clark  vs.  Bouvain,  20  La.  Ann. 

Loomis  vs.  Stave,  72  111.  623;  Md.  70. 

Fire  Ins.  Co.  vs.  Dalrymple,  25  Md.  *  Brass  vs.  Worth,  40  Barb.  (N. 

242,  264;  Baltimore  Marine  Ins.  Co.  Y.)  648. 

vs.  Dalrymple,  id.  269;  Colket  vs.  '  Clarke  vs.  Meigs,  10  Bosw.  (N. 

Y.)338. 
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and  the  law  will  consider  it  as  eqaivalent  to  an  express 

ratification.^ 

« 

(e.)  Broker  Cannot  Sell  or  Purchase, 

The  general  rule  of  law  which  governs  the  relation  of 
principal  and  agent  is  applicable  to  that  existing  between  a 
Stock-broker  and  his  Client ;  and  it  is  well  settled  that  an 
agent  cannot,  without  the  knowledge  and  consent  of  his 
principal,  either  sell  to  or  buy  from  the  latter. 

The  principle  is  based  upon  the  obvious  reason,  that  the 
position  of  an  agent  being  one  of  trust  and  confidence,  many 
frauds  and  undue  advantages  would  creep  in  if  the  law 
sanctioned  his  dealing  with  his  principal  in  his  own  behalf. 
Such  a  transaction  is  therefore  considered  a  breach  of  the 
agent's  duty,  and  the  contract  is  subject  to  rescission,  irre- 

*  Searing  vs.  Butler,  69  SI.  575.  repudiated.     Peters   vs.    Edwards, 

As  to  what  will  constitute  an  admis-  95    N.  Y.  659  (no  opinion),  afT'g 

sion  and  ratification  of  the  acts  of  judgment  of  the  General  Term  of 

a  Stock-broker  in  a  series  of  stock  the  court  of  Common  Pleas  in  the 

speculations,  see  Saltus  vs.  Genin,  3  same  case,   sub  nom..  Bayard  vs. 

BoBW.  (N.  Y.)  250.     The  failure  to  Edwards,  on  report  of  a  referee,  not 

object  to  the  sale  for  nearly  a  month  reported.    The  report  of  the  ref- 

after  prompt  notice  that  the  stock  eree,  and  the  opinion  of  Van  Brunt 

had    been    sold,    amounted    to    a  and  Van  Hoesen,  JJ.,  at  General 

ratification.       Vanhom    vs.      Gil-  Term  will  be  found  in  ''Cases  in  the 

bough,    21    Am.   Law   Reg.   N.  S.  Court  of  Appeals,"  July,  1883,  to 

171;  10  W.  N.  C.  347.     See  supra,  July,  1884,  vol.  703.    As  to  what 

p.  354,  on  this  question  of  waiver,  acts  of  the  customer  will  constitute 

Although  Brokers  have  been  guilty  a  waiver  of  any  defect  in  the  notice, 

of  conversion  by  a  sale,  without  no-  see  Quinlan  vs.  Raymond,  N.  Y. 

tioe,of  securities  carried  on  margin.  Daily  Reg.  July  29,  1886,  in  which 

the    fact    that    the    Client    subso-  case  it  was  also  held  that  although 

quently  prpmises  that  the  Brokers  the  notice  was  defective,  the  Bro- 

shall  not  lose  anything,   and  de-  kers   might    recover,    unless    their 

posits  stocks  with  them  to  secure  claims  might  be  offset  by  any  dam- 

his  indebtedness,   is  a  substantial  age  the  customer  may  have  suffered, 

ratification  of  the  sale,  and  such  Aff'd  on  other  grounds,  3  St.  Rep. 

ratification   cannot  be   afterwards  573.     But    actual    knowledge    of 


866  Stock-brokers  and  Stock  Exchanges. 

spective  of  any  question  of  intentional  fraud  or  actual  in- 
jury.* 

The  law  rejects  indiscriminately  all  transactions,  whether 
purchases  from  or  sales  to  the  agent,  and  whether  there  is 
any  evidence  or  intention  of  fraud  or  not.^    The  mere  fact 

piincipal  must  be  shown  to  estab-  from  his  partner  to  sell  to  his  Client, 

lish  ratification.     Harris  vs.  Turn-  Connor  vs.  Black,  119  Mo.  126;  24 

bridge,  83  N.  Y.  92.  S.  W.  Rep.  184.     And  authority  to 

*  Conkey  vs.  Bond,  36  N.  Y.  427;  sell  to  any  person  whatsoever  does 

Taussig  vs.  Hart,  49  id.  301 ;  also  not  authorize  the  Broker  to  become 

s.  c.  58  id.  425;  Marvin  vs.  Weeks,  the  purchaser   himself.     Hamilton 

62  Barb.  468;  Smith  vs.  N,  Y.  Stock  vs.  Schaack,  16  W.  D.  (N.  Y.)  423. 

and  P.  Clearing  House,  25  N.  Y.  See  also  Butcher  vs.  Krauth,   14 

Supp.  261;  Porter  vs.  Woodruflf,  36  Bush  (Ky.),  713;  Worn  vs.  Fry,  84 

N.  J.  Eq.  174;  Porter  vs.  Wormser,  Cal.  256.     But  a  corporation  which 

94  N.  Y.  431,  447;  Day  vs.  Jame-  does   brokerage  business,    may  \e- 

son,  33  N.  Y.  St.  Rep.  375;  Man-  gaily  sell  to  another   corporation, 

ville  vs.  Lawton,  19  N.  Y.  Supp.  some  of  the  officers  of  which  are 

587;  Prout  vs.  Chisolm,  21   App.  officers  of  the  former  corporation, 

Div.  57;    Pickering  vs.    Demeritt,  in  the  absence  of  evidence  that  the 

100  Mass.  416;  Day  vs.  Holmes,  103  customer    was     prejudiced.     Van 

id.  306;Quincey  vs.  White,  63  N.  Y.  Dusen-Harrington  Co.   vs.    Junger 

370;  Robinson  vs.  Mollett,  L.  R.  7  blat,  77  N.  W.  270.     If,  however, 

H.  L.  Eng.  &  I.  App.  Cas.  802;  an  agent  is  given  an  interest  in  a 

Brookman  vs.  Rothschild,  3  Sim.  contract  which  he  is  authorized  to 

153,  224;  s.  c.  H.  L.  5  Bligh  (n.  s.),  make,  such  a  contract  is  voidable  at 

165;  2  Dow.  &,  CI.  188;  CruU  vs.  the  election  of  the  principal.    Smith 

Dodson,  Macn.  Sel.  Cas.  114;  Marye  vs.  Seattle,  L.  S.  &  E.  Ry.  Co.,  72 

vs.  Strouse,  5  Fed.  Rep.  483;  Gillett  Hun,  202. 

vs.  Peppercome,  3  Beav.  78;  Kim-  '  The  rule  is  intended  to  be  pro- 
ber vs.  Barber,  L.  R.  8  Ch.  App.  56;  ventive  of  the  possibility  of  wrong, 
Bentley  vs.  Craven,  18  Beav.  76;  as  well  as  remedial  of  actual  wrong 
Trevelyan  vs.  Charter,  9  id.  140;  done,  and  is  rigidly  enforced.  It 
Dunne  vs.  English,  L.  R.  18  Eq.  involves  a  question  of  public  policy 
524;  Maturin  vs.  Treclennick,  9  L.  and  is  applied,  although  perfect  good 
T.  82;  s.  c.  10  L.  T.  331 :  Common w.  faith  was  intended  and  no  loss  has 
vs.  Cooper,  15  Am.  Law  Rep.  360.  been  sustained.  Mayo  vs.  Knowl- 
Nor  can  the  Broker  sell  to  a  firm  of  ton,  16  Daly,  245.  But  if  Stock-bro- 
which  he  is  a  member  (Martin  vs.  kers  deal  in  securities  on  their  own 
Moulton,  8  N.  H.  504);  4th  Kent's  account  they  may  sell  such  bonds  as 
Comm.  (7th  ed.)  475.  See  also  id.  vendors  to  their  Clients  as  vendees. 
14th  ed.    Nor  may  a  Broker  buy  The  relations  between  them  is  then 
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of  a  purchase  bj  an  agent  from  his  principal,  without  the 
knowledge  of  the  latter,  ipso  facto  vitiates  the  transaction. 
Hence  it  would  seem  that  although  the  agent  paid  the  full 
market  value  for  the  article  in  question,  and  that  no  higher 
price  could  be  obtained,  yet  there  is  no  answer  in  the  mouth 
of  the  agent  to  an  action  to  set  the  transaction  aside. 

But  how  far  should  this  rule  be  followed  in  a  case  where 
the  stocks  are  sold  or  purchased  by  the  Broker  at  the  Ex- 
change ?  Suppose  A.,  who  has  100  shares  of  stock  in  the 
office  of  a  Broker,  directs  the  latter  to  sell  the  same ;  can 
the  Broker  himself  purchase  the  stock  at  the  Board  of  Bro- 
kers at  the  market  price  ?  Or  suppose  the  Broker  is  directed 
to  sell  the  stock,  and  by  another  Client  is  directed  to  buy 
the  same  kind  of  stock;  can  the  Broker  legally  execute 
both  of  the  orders  by  a  simple  transfer  through  his  books 
at  the  market  price  ?  We  should  answer  both  these  ques- 
tions negatively ;  for,  while  the  Broker  might  show  that  his 
principal  was  just  as  much  benefited  as  if  a  third  person  had 
bought  the  stock,  yet  the  opportunity  for  fraud  would  be 
obviously  too  great  to  establish  any  other  rule.  The  Broker, 
knowing  the  temper  of  the  market,  might  sell  his  Client's 
stock  when  the  prices  were  lowest,  so  as  to  buy  cheaply  for 
himself.  Or  he  might  sell  the  stocks  when  the  market 
would  not  take  so  many  shares  without  a  great  sacrifice  of 
the  real  price.    Altogether,  the  reasons  seem  to  be  too 

that  of  vendor  and  vendee,  not  that  obtainable,  whereas  he  had  pro- 
of principal  and  agent.  Porter  vs.  vionsly  arranged  to  sell  the  same 
Wormser,  94  N.  Y.  431,  442.  A  stocks  at  15  per  cent  advance,  he 
Stock-broker  may,  if  he  acts  as  a  will  not  be  chargeable  with  such 
principal,  buy  and  resell  at  a  profit,  advance,  when  the  plaintiff  vendor 
and  even  if  his  agent  makes  a  did  not  rely  on  the  fraudulent  rep- 
fraudulent  representation,  viz.,  that  resentation.  Taylor  vs.  Guest,  58 
the  price  at  which  the  Stock-broker  N.  Y.  262. 
would  purchase  was  the  best  price 
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strong  to  authorize  a  departure  from  the  general  rule,  even 
where  the  sale  or  purchase  takes  place  at  the  Open  Board.' 
In  the  State  of  New  York  these  views  have  received  con- 
firmation in  the  case  of  Taussig  vs.  Hart,^  where  Brokers 
trading  in  stocks  on  a  margin  for  a  Client  had  made,  among 
other  transactions,  a  purchase  for  the  latter  of  100  shares  of 
Pacific  Mail,  which  they  had  subsequently  transferred  from 
defendant  to  themselves,  reporting  to  him  the  existing  mar- 
ket price  and  crediting  him  therefor.    The  court  held  that 

^  Thb  state  of  facts  occurred  in  tain  stock,  the  other  to  buy  the 
Terry  vs.  Birmingham  Savings  same  stock.  As  Broker  for  the 
Bank  (Ala.),  13  So.  149;  99  Ala.  566;  seller  it  is  obvious  that  it  is  his  duty 
but  the  Broker  instead  of  attempt-  to  sell  at  the  highest  figure,  and  as 
ing  to  execute  the  orders  in  the  way  Broker  for  the  buyer  his  duty  is  to 
suggested  in  the  text,  employed  an-  purchase  at  the  lowest  figure  and  he 
other  Broker  to  openly  bid  on  the  cannot  properly  serve  the  two  mas- 
Exchange,  the  price  limited  in  his  ters.  It  is  therefore  his  duty  to  in- 
purchasing  customer's  order  and  form  the  Clients  of  his  dual  employ- 
made  the  sale  at  that  price,  which  ment  so  that  they  may  withdraw  or 
was  not  below  the  fair  market  value  continue  as  they  choose.  McDevitt 
of  the  stock.  It  was  held  that  the  vs.  Connolly,  15  L.  R.  (Ireland)  500. 
principle  of  law  that  the  same  per-  If,  however,  he  does  not  so  inform 
son  cannot  be  both  buyer  and  seller  them,  but  executes  both  orders  by 
did  not  apply,  because  here  the  sale  making  an  entry  on  his  books  and 
was  made  by  the  Broker  at  the  in-  sending  bought  and  sold  notices  re- 
stance  of  a  pledgee  of  the  stock,  and  spectively  to  his  Clients,  and  there- 
the  objection  to  the  mode  of  sale  upon  receives  payment,  having  au- 
was  made  by  the  pledgor  in  defence  thority  to  do  so,  for  the  selling 
to  an  action  against  him  for  the  bal-  Client,  the  latter  b  bound  thereby, 
ance  of  his  debt.  Thus  the  objec-  and  the  purchasing  Client  is  entitled 
tion  was  to  the  mode  of  sale  which  to  the  stocks,  though  the  Broker  in 
had  been  adopted  by  the  pledgor,  whose  possession  they  remain,  by 
and  as  it  appeared  that  neither  the  subsequent  bankruptcy  is  unable  to 
pledgee  nor  the  purchaser  of  the  pay  the  purchase  money  to  the  sell- 
stock  had  any  knowledge  of  the  ing  client.  McDevitt  vs.  Connolly, 
Broker's  co-existent  order  to  sell  supra,  where,  however,  it  was  held 
and  purchase,  the  above  principle  that  the  Broker  had  no  authority  to 
was  held  to  be  inapplicable.  This  receive  payment  for  the  vendor  and 
is  not  a  conclusive  authority.  Sup-  therefore  the  latter  was  still  entitled 
pose  a  Broker  receives  orders  from  to  retain  the  stocks, 
different  Clients  —one  to  sell  a  cer-       '  49  N.  Y.  301. 
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the  Client  bad  the  right  to  treat  the  sale  of  this  stock  by 
the  Brokers  to  themselves  as  void,  and  to  demand  an  actual 
sale  of  the  stock,  in  which  event  he  would  incur  the  risk  of 
any  loss  arising  from  its  depreciation,  and  be  entitled  to  the 
benefit  of  any  rise,  or  he  could  elect  to  affirm  the  sale  and 
hold  the  Brokers  to  the  price  which  they  had  reported ;  but 
he  could  not  do  both.  If  the  Brokers,  after  taking  the 
stock  to  their  own  account,  sold  it  at  an  advance,  the  Client 
could  charge  them  with  any  profit  realized  by  them  from 
the  transaction,  or  he  might  treat  them  as  having  converted 
the  stock  to  their  own  use,  and  charge  them  with  damages 
for  the  conversion  ;  but  he  could  not  charge  the  Brokers 
with  the  price  or  value  of  the  stock,  either  as  purchasers  or 
as  having  converted  it,  and  at  the  same  time  claim  that  the 
stock  is  undisposed  of,  and  the  account  for  that  reason  not 
closed.^ 

The  rule  we  are  considering  was  likewise  most  impres- 
sively laid  down  by  the  House  of  Lords  in  the  year  1829  in 
the  case  of  Brookman  vs.  Rothschild.'  This  case  arose  out  of 
a  transaction  with  the  well-known  banking  house  of  Roths- 
child. It  appeared  that  the  plaintiff  was  a  holder  of  20,000 
French  rentes.    The  defendant  resided  in  London,  and  dealt 


*And  a  usage  of  the  Stock  Ex-  the  eame.  Hamilton  vs.  Young, 
change  authorizing  Brokers  who  are  7  L.  R.  (Ireland)  289.  If  a  Stock- 
entitled  to  sell  stock  or  shares  of  a  broker  illegally  acts  for  the  pur- 
customer  for  the  realization  and  chaser  after  having  been  employed 
payment  of  money  due  to  them  by  by  the  seller,  the  purchaser  although 
such  customer,  to  take  over  to  entitled  to  rescind  the  contract, 
themselves,  at  the  price  of  the  day,  cannot  recover  profits  made  by  the 
stock  or  shares  of  the  customer,  for  Broker.  Illingworth  vs.  DeMott, 
which  there  is  an  inadequate  de-  45  Atl.  Rep.  (N.  J.)  272. 
mand,  where  a  forced  sale  would  '  3  Sim.  153,  aff'd  in  H.  L.  5 
lower  them  in  selling,  is  not  binding  Bligh,  165. 
upon  a  customer  unacquainted  with 

24 


870  Stock-brokers  and  Stock  Exchanges. 

largely  in  foreign  securities,  and  bad  contracted  for  the 
Prussian  loan ;  he  was  also  a  partner  with  his  brothers  in  the 
Paris  firm.  The  plaintiff  employed  the  defendant  to  sell  his 
rentes.  The  defendant,  without  the  plaintiffs  knowledge, 
purchased  them  for  himself  and  his  partners,  but  gave  the 
plaintiff  the  market  price.  The  plaintiff  then  purchased 
Prussian  bonds  of  the  defendant,  and  agreed  that  they 
should  remain  in  his  hands  as  a  security  for  the  purchase- 
money,  which  remained  unpaid,  but  no  bonds  were  appro- 
priated or  set  apart  for  the  plaintiff.  The  defendant,  how- 
ever, had  always  in  his  hands  bonds  to  a  greater  amount. 
Subsequently  defendant  was  directed  to  sell  the  bonds ;  and 
he  informed  the  plaintiff  that  he  had  sold  them  accordingly, 
and  gave  the  plaintiff  credit  for  the  alleged  price.  The 
plaintiff  then  purchased  115,000  rentes  of  the  defendant, 
which  he  was  to  pay  for  on  a  future  day,  and  the  rentes 
were  then  to  be  transferred  to  him;  but  no  rentes  were 
set  apart  for  the  plaintiff  or  identified  as  belonging  to  him. 
Before  the  day  of  payment,  arrived,  the  defendant,  by  the 
plaintiff's  desire,  sent  an  order  to  his  partners  to  sell  the 
rentes ;  and  they  subsequently  informed  the  plaintiff  that 
they  had  sold  them  accordingly,  and  gave  the  plaintiff 
credit  for  the  alleged  proceeds.  The  accounts  between  the 
plaintiff  and  defendant  were  afterwards  settled,  and  the 
plaintiff  paid  the  balance  which  appeared  due  from  him  to 
the  defendant.  Four  years  afterwards,  the  plaintiff  having 
discovered  that  the  20,000  rentes  had  been  purchased  by  the 
defendant  and  his  partners,  and  that  there  was  no  appro- 
priation on  the  two  after-purchases,  filed  his  bill  to  have  all 
the  transactions  set  aside.  The  vice-chancellor,  in  an  elab- 
orate opinion,  sustained  the  plaintifTs  claim,  and  set  the 
transaction  aside.     Upon  appeal  to  the  House  of  Lords, 
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this  decree  was  unanimously  sustained  without  hearing  the 
respondents.  Lord  Wynford,  who  delivered  an  opinion  of 
great  force,  but  which  is  extraordinary  in  its  opening,  said : 
"...  I  am  very  sorry  to  say  that,  with  respect  to  one  of 
the  parties  in  this  case,  it  is  perfectly  clear  that  he  is  a  most 
desperate  gambler  in  the  funds,  and  he  has  met  with  that 
fate  which  most  of  those  meet  with  who  become  such 
gamblers ;  for  I  believe,  whenever  a  man  puts  his  foot  into 
the  Stock  Exchange,  not  being  a  member  of  that  Stock  Ex- 
change, his  ruin  is  certain,  and  the  only  question  is  a  ques- 
tion of  time."  He  then  proceeds  with  his  opinion,  some 
extracts  from  which  vividly  illustrate  the  subject  upon 
which  we  are  treating.  "  It  has  been  said  at  the  bar,  that 
if  a  man  in  the  country  sends  to  his  Broker  in  London,  and 
desires  him  to  sell  stock  for  him,  the  Broker  in  London 
may  take  that  stock  for  himself,  and  charge  him  with  the 
day's  price  on  it.  If  Brokers  in  London  do  this,  I  have  no 
doubt  they  do  it  fairly ;  but  I  will  take  leave  to  say  that 
Brokers  in  London  are  not  to  be  trusted  in  these  things  any 
more  than  any  other  description  of  agents.  If  I  live  in 
Dorsetshire,  and  I  write  to  my  Broker  in  London  to  sell 
my  stock,  I  fancy  that  I  have  the  advantage  of  that 
Broker's  assistance  as  to  the  day  on  which  it  is  proper  to 
sell.  I  fancy  that,  living  in  London,  he  has  a  knowledge 
of  the  facts  which  will  act  on  the  market.  If  the  Broker 
in  London,  instead  of  going  to  the  Stock  Market,  or  instead 
of  exercising  a  discretion  as  to  the  period  when  he  should 
sell  any  stock,  is  to  take  that  stock  to  himself,  he  deprives 
me  of  the  security  I  have  and  the  confidence  I  repose  in 
his  skill  and  intelligence ;  and  if  there  is  a  loss  to  me,  be  is 
the  person  who  takes  advantage  of  that  loss.  I  take  it  to 
be  a  general  principle  of  law  and  equity  that  a  man  cannot 
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be  a  seller  for  me  and  a  buyer  of  that  property  himsell"  ^ 
This  principle  is  also  forcibly  illustrated  by  the  case  of 
Gillett  vs.  Peppercorne.'  There  the  defendant,  a  Stock- 
broker, was  largely  interested  in  the  shares  of  a  water-works 
company,  of  which  he  was  also  an  active  director.  Having 
recommended  the  plaintiff  to  make  investments  th^^n,  the 
plaintiff  in  May,  1826,  December,  1830,  and  January,  1831, 
respectively,  purchased  through  the  defendant  twenty-five 
shares  in  the  company,  which  shares  were  transferred  to 
the  plaintiff  by  certain  persons  who  held  them  as  trustees 
for  the  defendant,  and  who  so  held  them  simply  to  enable 
the  defendant  to  make  a  transfer  of  the  shares  through 
third  parties.  Some  of  the  shares  had,  after  their  purchase, 
been  transferred  by  the  plaintiff  to  his  sons  by  way  of  ad- 
vancement ;  but  they  were  retransferred  the  day  previous 
to  the  institution  of  the  suit.  The  plaintiff  made  the  dis- 
covery of  the  real  nature  of  the  transaction  in  1837 ;  and 
in  1838  he  filed  his  bill  to  set  aside  the  transaction  on  the 
ground  that  it  was  not  competent  for  a  Stock-broker,  or 
agent  employed  to  purchase,  to  sell  his  own  shares  to  his 
principal  in  the  name  of  another  party.  The  court  so  held. 
The  court  found  that  in  one  of  the  transactions  the  de- 
fendant acted  as  a  gratuitous  agent  of  the  plaintiff,  but  held 

*  Brookman  vs.  Rothschild  was  Crull  vs.  Dodson,  Macn.  Sel.  Cas. 
followed  in  Bischofscheim  vs.  Bait-  114;  Hamilton  vs.  Young,  7  L.  R. 
zer,  20  Fed.  Rep.  890,  and  a  trans-  (Ireland)  289. 
action  in  which  the  Broker  under-  '  3  Beav.  78.  See  also  Skelton  vs. 
took  to  deliver  his  own  bonds  to  his  Wood,  71  L.  T.  616,  in  which  case  it 
Client  was  set  aside,  and  the  bonds  was  held  that  the  Broker  could  not 
having  subsequently  become  worth-  recover  if  he  bought  stoeks,  and  re- 
less,  it  was  held  that  the  loss  should  sold  them  without  his  Client's 
be  borne  by  the  Broker,  and  the  knowledge  and  then  bought  them 
purchase  price  of  the  bonds  be  back  again,  charging  his  Client  with 
stricken  from  his  account.    See  also  the  differences. 
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that  this  made  no  difference,  and  that  the  same  principle 
would  apply  ;  and  it  refnsed  to  countenance  Buch  a  transac- 
tion because  it  was  said  to  be  an  every-day  practice  among 
Brokers.  The  court,  in  its  opinion,  said  that  the  plaintiff 
might  say,  *^  Put  me  in  the  situation  in  which  I  was  before. 
Whether  these  shares  were  of  greater  value  or  not,  I  do 
not  choose  to  be  at  the  risk  of  selling  the  shares  which  now 
stand  in  my  name.  They  have  been  transferred  to  me  in 
a  manner  which  the  law  does  not  warrant,  and  I  desire  to 
be  placed  in  the  situation  in  which  I  should  have  been  if 
the  transaction  had  not  taken  place."  The  court  directed 
that  the  defendant  should  take  back  the  shares,  with  aU 
the  dividends  which  had  been  paid  upon  them;  and  he 
ought  to  pay  to  the  plaintiff  the  purchase-money,  with  in- 
terest, and  the  costs  of  the  suit.  In  regard  to  the  question 
of  laches  in  discovering  the  fraud  and  bringing  the  suit, 
the  court  said :  ^^  It  is  not  sufficient  to  say  that  the 
plaintiff,  being  a  proprietor,  might  have  gone  to  the  books 
and  made  a  search,  and  found  out  all  these  matters,  or  that 
the  son,  being  a  director  and  having  the  books  before  him, 
might  have  made  the  search ;  the  knowledge,  in  my  opinion, 
ought  to  have  been  brought  home  to  the  plaintiff — and  this 
has  not  been  done."  The  court  also  held  that  the  transfer 
of  the  shares  made  previous  to  the  suit  did  not  affect  the 
plaintiff's  right  of  action. 

When  the  case  of  Taussig  vs.  Hart,^  before  referred  to, 
came  before  the  Court  of  Appeals  of  New  York  for  a  second 
time,  the  court  reiterated  the  doctrine  that,  upon  an  order 
by  a  Client  to  buy  stock,  the  Broker  could  not  deliver  his 
own,  ^*  for  the  reason  that  the  law  does  not  permit  an  agent 

» 68  N.  y.  426. 
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employed  to  purchase  to  buy  of  himself.  It  is  no  reason 
that  the  intention  was  honest,  and  that  the  Brokers  did 
better  for  their  principal  by  selling  him  their  own  stock 
than  they  could  have  done  by  going  into  the  open  market. 
The  rule  is  inflexible,  and  although  its  violation  in  the 
particular  case  caused  no  damage  to  the  principal,  he  can- 
not be  compelled  to  adopt  the  purchase." 

And  the  case  of  Robinson  vs.  Mollett  ^  carries  the  principle 
still  further,  by  establishing  the  rule  that  not  even  a  local 
custom  of  Brokers  will  sanction  a  Broker  in  selling  his  own 
goods  to  his  principal,  without  the  knowledge  and  consent 
of  the  latter. 

In  that  case  plaintiff,  a  merchant  in  Liverpool,  gave  or- 
ders to  a  tallow  Broker  in  London  to  buy  certain  quantities 
of  tallow  for  him.  The  Broker  did  not  buy  the  specified 
quantities  from  any  person,  though  he  sent  bought  notes 
in  the  usual  form — "  Bought  of  A.  on  your  account ; "  but, 
both  before  and  after  the  order,  he  bought  from  various 
persons  in  his  own  name  larger  quantities  of  tallow,  pro- 
posing to  allot  to  plaintiff  the  quantities  be  had  desired  to  be 
bought.  On  plaintiff's  refusal  to  accept,  the  Broker  sold 
the  tallow  and  brought  an  action  for  the  difference.  This 
case  was  very  elaborately  argued  by  counsel  and  decided 
upon  several  different  opinions,  the  judges  being  unanimous, 
except  one,  that  the  suit  could  not  be  maintained,  although 
the  evidence  showed  such  a  mode  of  dealing  to  be  the  usage 
in  the  London  tallow  market,  it  appearing  that  the  prin- 
cipal had  no  knowledge  of  it.  And  it  was  further  held  that 
the  mere  fact  of  employing  a  Broker  to  execute  a  commis- 

"  L.  R.  7  H.  L.  Eng.  A  I.  App.   Kimber  vs.  Barber,  L.  R.  8  Ch.  66; 
Cas.  802.     See  also  Bank  of  Bengal   Wilson  vs.  Short,  6  Hare,  366. 
vs.  McLeod,  7  Moo.  P.  C.  C.  35; 
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sbn  as  a  Broker  in  a  market  where  such  usage  prevails 
would  not  make  the  principal  liable ;  and  that  mere  usage, 
Avithout  express  knowledge  and  assent,  could  not  be  ad- 
mitted to  convert  a  Broker  employed  to  buy  for  his  employer 
into  a  principal  to  sell  for  him.  Quoting  the  language  of 
Willes,  J.y  below,  Mr.  Justice  Mellor  said  that  ^^  it  is  an 
axiom  of  the  law  of  principal  and  agent  that  a  Broker  em- 
ployed to  sell  cannot  himself  become  the  buyer,  nor  can  a 
Broker  employed  to  buy  become  himself  the  seller,  without 
distinct  notice  to  the  principal,  so  that  the  latter  may  object 
if  he  think  proper ;  a  different  rule  would  give  the  Broker 
an  interest  against  his  duty." 

So  in  Massachusetts  it  has  been  held  ^  that  an  order  of  the 
Client  to  a  Broker,  to  buy  stock  deliverable  at  the  buyer's 
option  in  60  days,  does  not  authorize  the  Broker  to  buy 
the  stock  himself  at  30  days,  and  deliver  it  to  his  Client  at 
the  end  of  60  days  at  an  increased  price  and  interest,  be- 
sides the  usual  commission,  and  a  usage  of  Brokers  to  do  so 
is  bad ;  nor  is  the  exchange  of  bought  and  sold  notes  be- 
tween Broker  and  his  Client,  nor  the  giving  of  his  note  to 
his  Broker  in  payment  for  the  stock,  in  ignorance  of  the 
Broker's  conduct,  a  ratification  of  his  acts.^ 

When  a  person  gives  an  order  to  a  Stock-broker  "  to  buy 
stocks  on  margin,"  he  employs  the  Broker  to  act  for  him  and 
in  his  interest ;  accordingly  the  Broker  has  no  right  to  put 
himself  in  a  position  antagonistic  to  the  interests  of  his  em- 
ployer ;  he  cannot  make  himself  both  buyer  and  seller,  and 
any  custom  to  this  effect,  unknown  to  the  employer,  is 
against  public  policy  and  illegal.' 

>Day  vs.  Holmes,  103  Mass.  Demeritt,  100  id.  416;  Todd  vs. 
306.  Bishop,  136  Mass.  386. 

'  To  same  effect,  Pickering  vs.       '  Commonw.  vs.  Cooper,  15  Am. 
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And  in  the  case  of  Marye  vs.  Strouse  the  same  role 
was  laid  down  by  the  Circuit  Court  of  the  United  States 
in  Nevada.*  There  mining-stock  Brokers  were  ordered  by 
their  Client  to  purchase  500  shares  of  a  certain  mining  stock 
at  the  San  Francisco  Mining-stock  Board.  They  purchased 
125  shares  at  the  latter  place ;  and  at  the  same  time  F.,  one 
of  the  members  of  the  firm  of  Brokers,  turned  over  to  his 
firm  375  shares  for  the  purpose  of  filling  the  Client's  order. 
The  Client  never  received  the  stock  into  his  possession, 
never  assented  to  this  mode  of  filling  his  order,  and  had  no 
knowledge  of  it  until  the  time  of  bringing  a  suit  against  him 
to  recover  the  amount  thereof. 

The  court  held  that  he  was  not  chargeable  with  Uie 
amount  of  the  375  shares.  The  court  said :  ^^  It  is  not 
claimed  that  there  was  any  fraud  in  fact  here,  but  evidence 
establishing  the  transfer  of  the  stock  to  have  been  bona  fide 
and  for  a  fair  price  is  unavailing.  The  inquiry  does  not 
reach  the  question  whether  there  was  or  was  not  fraud  in 
fact."  The  court  cited  among  other  cases  the  decision  of 
the  Supreme  Court  of  the  United  States  in  Michoud  vs. 

Law  Rev.  360;  s.  c.  15  Mass.  Law       Although  an  agent  employed  to 

Rep.  No.  24,  May  4, 1881.    And  the  sell  stock  is  guilty  of  bad  faith  in 

burden  of  proof  lies  on  the  agent  to  acting  both  for  buyer  and  seller,  and 

show  that  he  has  made  a  full  dis-  if  the  transaction  were  completed 

closure  to   his   principal;  but  his  without  his  principal's  knowledge, 

simple,  uncorroborated  evidence  to  would  forfeit  his  commissions,  yet 

that  effect  will  not  avail  where  it  is  if  before  fulfilment,  the  principal, 

contradicted     by     his     principal  with  knowledge  of  the  real  state  of 

(Dunne  vs.  English,  L.  R.  18  £q.  facts,  does  not  repudiate  the  sale, 

524).    A  Broker  does  not  meet  the  but  closes  with  the  purchaser^  he 

burden  of  proof  which  is  upon  him  cannot  decline  to  pay  the  agent's 

to  show  that  he  has  executed  his  commission.    Hafner   vs.    Herroiiy 

Client's  orders  to  purchase,  by  show-  46  N.  E.  Rep.  (111.)  211. 
ing  that  he  has  transferred  his  own       ^  5  Fed.  Rep.  483. 
stocks  to  the  Client.     Lonergan  vs. 
Peck,  136  Mass.  361. 
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Girod,^  and  farther  decided  that  the  mere  fact  that  there 
was  an  account  stated  between  the  parties  subsequent  to 
the  transaction  did  not  alter  the  rule,  in  the  absence  of 
knowledge  on  the  part  of  the  Client  Finally,  where  a 
Client  has  dealt  with  his  Broker  several  times  as  a  princi- 
pal in  stock  transactions,  it  does  not  annul  his  character  as 
Broker,  or  deprive  the  Client  of  the  protection  which  the 
law  extends  to  him  by  reason  of  the  relation  which  exists 
between  him  as  principal  and  the  Broker  as  such.' 

The  question  as  to  what  evidence  is  sufficient  to  warrant 
the  submission  to  the  jury  of  an  instruction  that  if  a  pledgee 
became,  through  a  third  p^-son,  a  purchaser  at  bis  own  sale 
there  was  no  sale  sufficient  to  bind  the  Client,  came  up  in  a 
recent  case.'  It  was  there  held  that  when  the  Brokers  fur- 
nished the  purchase  money,  and  that  one  of  them  was  alleged 
to  have  stated  that  they  still  carried  the  stock  for  the  Client 
on  their  books,  the  instruction  should  have  been  submitted 
to  the  jury,  although  an  employee  of  the  Brokers  testified 
that  the  purchase  was  made  for  the  wife  of  an  outside 
Broker  who  had  deskroom  in  plaintiff  Broker's  office,  and 
was  so  entered  on  their  books,  when  neither  the  outside 
Broker,  nor  bis  wife,  was  called  as  a  witness  to  show  that 
she  was  the  purchaser. 

If  there  is  any  principle  of  law  that  is  well  settled,  it 
seems  to  be  the  one  which  we  are  considering,  and  we  do 
not  deem  it  within  the  purpose  of  this  work  to  refer  to 
any  cases  upon  the  subject  other  than  those  in  which  Stock 
and  Produce  Brokers  have  been  involved ;  although  the 
principle  is  framed  so  comprehensively  as  to  embrace  every 

^  4  How.  (U.  S.)  603.  '  Cammann  vb.  Huntington,  85 

'Bragg  VB.  Meyer,  1  licAU.  (C.  N.  Y.  8.  434. 
C.)  408,  417. 
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relation  ia  which  the  slightest  elemeat  of  trust  or  confi- 
dence  exists.^ 

The  solicitude  with  which  the  law  of  England  has  watched 
over  the  rights  of  Clients  to  protect  them  from  any  mis- 
placed confidence  or  frauds  on  the  part  of  Brokers  is  very 
apparent  from  a  perusal  of  the  acts  passed  in  the  reigns  of 
William  III.^  and  Queen  Anne,'  and  the  subsequent  acts 
amendatory  of  the  latter  act,  passed  in  the  reigns  of  Oeorge 
III.,  and  Victoria,^  as  also  of  the  acts  referred  to  in  chap- 
ter I.  pp.  2-4. 

By  the  first  of  these  acts  (8  and  9  William  III.),  Brokers 
were  compelled  to  become  licensed,  and  the  jurisdiction 
over  them  was  placed  in  the  hands  of  the  court  of  the 
Mayor  and  Aldermen  of  London,  and  they  were  required 
to  enter  into  a  bond  and  take  an  oath  of  ofQce.  The  act 
also  prohibited  the  Broker  from  dealing  on  his  own  ac- 
count. By  the  act  passed  in  the  reign  of  Queen  Anne,  all 
persons  were  to  be  admitted  as  Brokers  in  the  city  of  Lon- 
don, under  regulations  to  be  made  by  the  mayor  and  alder- 
men. Begulations  in  pursuance  of  this  act  were  made  by 
the  mayor  and  aldermen  and  a  form  of  bond  and  oath 
prescribed.     The    form  of    this  bond  and  oath  is  fully 

}  Nor  can  a  Broker  who  is  directed  them  is  that  by  the  committee  of 

to  purchase  bonds  sell  them  to  his  the  Stock  Exchange.     The  acts  of 

Client  at  a  higher  price.     Levy  vs.  William  and  Anne  have  been  also 

Loeb,  85  N.  Y.  365,  aff'd  on  new  repealed  by  the  Stat.  L.  Rev.  Acts 

trial,  89  N.  Y.  386.  1867  and  1887.     But  the  repeal  of 

'  8  &  9  Wm.  III.  ch.  32.  these  statutes  did  not,  however,  in 

*  6  Anne,  ch.  16.  any  way  weaken  or  modify  the  prin- 

*  57  Geo.  III.  ch.  60;  and  33  &  34  ciple  mentioned  in  the  text  as  to  the 
Vict.  ch.  607.  But  by  a  statute  of  illegality  of  a  Broker  acting  in  the 
1884  (47  Vict.  ch.  3)  the  jurisdiction  dual  capacity  of  principal  and  agent 
of  the  city  over  Stock-brokers  and  at  the  same  time,  except  in  so  far  as 
jobbers  was  terminated,  and  at  pres-  it  has  been  relaxed  in  recent  jrears. 
ent  the  only  control  exercised  over  See  p.  380. 
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given  m  th^  case  of  Green  vs.  Weaver  ^  and  from  a  pemsal 
of  the  bond  it  appears  that  one  of  its  conditions  is  similar 
to  the  provision  contained  in  the  act  of  William  III.,  i.  e. 
that  a  Broker  shall  not  deal  on  his  own  account. 

But  although  by  the  provisions  of  those  acts,  and  of  the 
regulations  passed  by  the  city,  a  Broker  was  prohibited 
from  trading  on  his  own  account,  the  consequences  of  his 
so  trading  were  merely  confined  to  the  penalty  of  the  bond, 
dismissal  from  office,  and  to  his  liability  to  be  prosecuted 
criminally  for  a  violation  of  his  oath,  and  they  did  not  ex- 
tend to  create  a  disability  to  sustain  an  action  in  respect 
of  these  prohibited  dealings.  Therefore  if  he  traded  on 
his  own  account  openly  and  in  public  he  might  recover  on 
account  of  such  transactions,  but  if  he  acted  ostensibly  as 
B.k.r  ,b«  .ot-Uy  a  princip.,  i„  .he  .me  dealing!  be 
was  guilty  of  a  gross  fraud,  and  could  not  recover.' 

And  iji  Proctor  vs.  Brain  •  Best,  C.  J.,  used  the  following 
significant  language :  "  A  man  who  is  a  sworn  Broker  can- 
not be  a  principal  (in  the  same  transactions),  and  this  is  for 
the  wisest  reasons.  ...  I  am  satisfied  that  nobody  of  men 
will  rejoice  more  in  seeing  the  regulations  enforced  than  the 
Brokers  themselves.  If  I  employ  a  Broker,  T  pay  him  for 
his  assistance,  and  I  suppose  that  I  have  the  benefit  of  his 
judgment ;  I  suppose  that  he  is  acting  honestly ;  but  what 
security  have  I  if  a  man  is  to  shift  his  character  at  pleasure 
from  that  of  Broker  to  principal  ? "  * 

» 1  Sim.  404,  424;  8.  c.  6  L.  J.  '2  Moo.  &  P.  284;  3  C.  &  P.  536. 
Ch.  1.  See  form  of  bond  and  oath  *  See  also  remarks  of  Lord  Ellen- 
given,  post  p.  944.  Kemble  vs.  borough  in  London,  etc.,  vs.  Bran- 
Atkins,  1  Holt,  427,  431,  note;  don.  Holt,  438,  note;  see  also  cases 
Clark  vs.  Powdl,  1  Nev.  &  Man.  cited  under  the  next  subdivision 
492,  504.  (/),  and  report  of  Royal  Stock  Ex- 

'  Ex  parte  Dyster,  1  Mer.  155.  change  Commission,  July,  1878. 
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Of  late  years,  however,  in  England  the  courts  have  re< 
laxed  something  of  the  stringency  of  the  rule  which  forbade 
a  Broker  to  deal  with  his  principal  whilst  acting  as  a 
Broker  in  any  other  capacity  than  that  of  agent  It  seems 
that  although  a  Broker  is  on  all  occasions  bound  to  use  his 
best  endeavors  in  his  employer's  interests,  yet,  if  in  doing 
so,  he  is  compelled  to  abandon  the  position  of  an  agent  and 
take  up  that  of  a  principal,  he  will  not  be  held  to  have 
acted  wrongfully^  and,  as  he  is,  under  the  rules  of  the 
Exchange,  personally  liable  on  contracts,  he  may,  to  mini- 
mize his  loss,  sell  and  repurchase  from  a  jobber  at  a  fair 
price  fixed  by  the  jobber,^  but  if  the  sale  and  repurchase  is 
one  and  the  same  transaction,  he  must  account  to  the  Client 
for  any  profit  made.' 

There  seems  to  be  an  exception  to  the  principle  above 
stated,  which  was  made  for  the  first  time  by  the  Court  of 
Appeals  of  the  State  of  New  York  in  the  case  of  Quincey 
vs.  White.'  It  was  there  held  that  where  stocks  were 
sold  at  the  Board  of  Brokers  "  under  the  rule  "  *  by  a  Broker 
who  had  loaned  money  on  them  to  a  fellow-Broker,  the 
proceeding  was  in  the  nature  of  a  foreclosure,  and  the 
creditor  might  himself  become  the  purchaser.  The  court 
said:  ^'It  must  be  assumed  that  a  person  selling  stock 
under  the  rule  (as  it  is  called)  has  a  right  to  purchase  him- 
self. The  object  is  to  foreclose  the  claim  of  the  mortgagor 
or  pledgor,  and,  in  analogy  to  other  similar  cases,  the 
pledgee  or  mortgagee  may  become  the  purchaser.''    And 

>  Petre  vs.  Sutherland,  3  T.  L.  R.       *  Erakine  vs.  Sachs,  L.  R.  2  K.  B. 

422;  Sachs  vs.  Spielman,  5  T.  L.  R.  (1901)  594. 
487.  *  es  N.  Y.  370-376. 

» Walter  vs.  King,  13  T.   L.  R.       » Art.  XXVm.  Constitution  N 

270;  Maooun  vs.  Erskine,  L.  R.  2  K.  Y.  Stock  Exchange. 
B.  (1901)  493. 
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the  rale  seems  to  be  settled,  that  a  Broker  or  pledgee  may 
become  the  pmx)haser  of  the  pledged  security  at  a  judicial 
sale  held  under  a  decree  to  foreclose  the  pledge.^ 

And  the  parties  may  expressly  agree  that  the  pledgees 
may  become  purchasers  at  their  own  sale.^  The  court 
said :  ^^  Such  a  sale  is  not  absolutely  void,  but  only  void- 
able, for  it  may  be  sanctioned  or  ratified  by  consent,  and 
this  is  shown  by  numerous  authorities."  And  further :  '^  If 
voidable,  then  capable  of  ratification ;  if  thus  dkpable,  then 
also  of  a  prior  authorization." 

*QuinceyvB.  White,  63  N.Y.  370-  Quaere,    whether    Brokers     not 

376;    Jones    on    Mort.    (4th   ed.)  members  of  the  Stock  Exchange 

{ 1636;  Newport,  etc.,  Bridge  Co.  who  borrow  money  from  Brokers, 

vs.  Douglass,  12  Bush  (Ky.),  673,  members  of  the  Exchange,  on  a 

720.  pledge  of  securities,  are  bound  by 

In  the  case  of  Lacombe  and  others  the  rules  of  the  Exchange  as  to  the 
vs.  Forstdl's  Sons,  123  U.  S.  562  sale  of  collaterals.,  even  though  the 
(1887),  the  United  States  Supreme  loan  was  effected  on  the  floor  of  the 
Court,  without  passing  on  the  ques-  Exchange  by  a  Broker  employed  by 
Hon,  suggest  a  well  founded  doubt  the  borrowers.  Morris  vs.  Grant, 
as  to  whether  the  pledgee  of  securi-  34  Hun,  377.  In  that  case  it  was 
ties  can  cut  off  the  pledgor's  right  also  held  that  a  buyer  who  had  pur- 
by  putting  them  into  the  hands  of  a  chased  at  such  a  sale,  and  had  re- 
Broker  to  be  sold  on  the  market  in  ceived  the  securities,  but  declined 
the  usual  way,  and  instructing  an-  to  pay  the  purchase  money,  could 
other  Broker  to  see  that  they  are  be  compelled  to  complete  the  pur- 
not  sacrificed,  authorizing  him  to  chase,  notwithstanding  a  decision  of 
say  that  they  would  pay  more  for  the  committee  on  seciurities  to  the 
them  to  the  purchaser  than  they  contrary,  because  the  latter  had  no 
would  sell  for.  Defendants  claimed  jurisdiction  of  the  matter,  there  was 
that  in  this  way  the  securities  were  no  question  as  to  the  legal  rights  of 
returned  to  them,  and  that  this  was  the  parties  to  be  adjudicated,  and 
done  without  fraudulent  purpose,  the  borrowers  had  no  notice  of,  and 
but  to  secure  the  highest  market  did  not  attend,  the  committee 
price  for  the  bonds  at  the  sale.  meeting.    Morris    vs.    Grant,    34 

The  court  say  that  although  the  Hun,  377. 

question  of  intentional  fraud  was  '  Chouteau  vs.  Allen,  70  Mo.  290, 

repelled,   "the  transaction  is  one  335. 
which  it  mi^t  be  difficult  to  sustain 
in  a  court  of  equity." 
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Courts  of  equity  do  not,  however,  go  so  far  as  to  prevent 
an  agent  dealing  with  his  principal  in  all  cases.  They  only  re- 
quire that  he  shall  deal  with  him  at  ^'  arm's  length,"  and  after 
a  full  disclosure  of  all  he  knows  with  respect  to  the  property.* 

And  where  the  Broker  buys  or  sells  his  own  stock  on  his 

Client's  account,  and  thereby  makes  a  profit,  his  principal 

may  either  repudiate  the  transaction  altogether,  or  he  may 

adopt  it,  and  claim  for  himself  the  benefit  made  by  his  agent* 

If  a  Broker  purchases  bonds  from  a  Broker  apparently  for 
an  undisclosed  principal,  but  in  reality  for  himself,  and  shields 

himself  from   all  liability  as  agent,  he  is  estopped  from 

suing  for  a  breach  of  the  contract  either  as  principal  or 

agent.' 

(/.)  Effect  of  Sale  or  Purchase  by  Broker. 

The  effect  of  a  purchase  by  a  Broker  or  pledgee  of  the 
stocks  of  the  Client  or  pledgor,  as  we  have  seen,  is  to  render 

*  Evans  on  Ag.  (2d  ed.)  324;  Tre-  95  N.  Y.  391, 402,  confirming  Bryan 

vdyan  vs.   Charles,  9  Beav.  140;  vs.  Baldwin,  52  N.  Y.  232. 

Dunne  \^.  English,  L.  R.  18  Eq.  And  where  a  Broker  mixes  his 

524;  Robinson  vs.  MoUett,  L.  R.  7  own  with  his  principal's  bonds  in 

H.  L.  815,  816.  selling,  and  refuses  to  disclose  the 

'  Evans   on   Ag.    (2d   ed.)    324;  time  of  the  sale,  and  the  amount 

Kimbar  vs.  Barber,  L.  R.  8  Ch.  App.  realized,  the  jury  are  at  liberty  to 

56.    See    also    notes    to    Fox    vs.  find  that  all  of  the  bonds  sold  are 

Macreth,  1  L.  C.  Eq.  (6th  ed.)  141.  the    principal's.      Bate    vs.    He- 

A  Broker  is  not  precluded  by  the  Dowell,  49  Super.  Ct.  Rep.  (17  J.  k, 

form  of  his  notices  of  purchase  or  S.)  106. 

sale,  from  showing  that  the  transac-  The    rule    that    all    advantages 

tions  were  made  with  third  parties,  gained  by  an  agent  in  unauthorized 

Porter  vs.  Wormser,  94  N.  Y.  431,  dealings  or  speculations  with  his 

447.    The  sale  by  a  pledgee  to  him-  principal's  property,  enure  to  the 

self  is  not  absolutely  void,  but  void-  principal,  is  declared  and  the  cases 

able  only  at  the  election  of  the  cited  and  examined  in  Keiran  vs. 

pledgor.     He  may  ratify  the  sale,  Hoyt,  33  Hun,  145,  s.  c.  more  fully, 

and  if  he  elects  to  do  so,  then  the  N.  Y.  Daily  Reg.  Oct.  4,  1884. 

sale  becomes  perfectly  valid  and  'Paine  vs.  Loeb,   96  Fed.  Rep. 

effectual.    Roach  vs.   Duckworth,  164. 
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the  transaction  void,  and  the  cases  hold  that  sach  a  par- 
chase  does  not  change  the  creditor's  relation  to  his  debtor, 
but  that  the  securities  are  still  held  by  the  creditor  under 
the  original  titles  as  security  for  the  original  debt.  The 
transaction  is  treated  precisely  as  if  no  sale,  bad  been  made ; 
and  the  debtor,  in  order  to  obtain  another  sale  of  the  secu- 
rities, or  to  redeem  them,  is  not  required  to  prove  that  the 
Broker  or  pledgee  made  a  fraudulent  sale  or  one  disadvan- 
tageous to  himself,  but  only  that  he  became  the  purchaser. 
The  Broker  or  pledgee  in  selling  the  securities  is  in  the  posi- 
tion of  trustee  for  the  Client  or  pledgor,  and  the  law  will 
not  allow  of  the  temptation  to  fraud  or  the  possibility  of  the 
same  through  the  trustee  becoming  purchaser  at  his  own 
sale.  But  the  pledgor  has  the  option  to  treat  the  sale 
as  valid,  and  to  accept  the  benefits  thereof.^ 

In  Brookman  vs.  Rothschild,*  where  the  20,000  rentes  were 
purchased  by  the  Brokers  themselves,  the  decree  of  the  court 
was  that  they  should  deliver  the  same  to  the  Client,  to- 
gether with  all  of  the  dividends  thereon,  upon  being  repaid 

•Brookman  vs.  Rothschild,  3  R.  Co.,  84  N.  Y.  204;  Hope  vs. 
Sim.  224;  aff'd  H.  L.,  5  Bligh  (n.  s.),  Lawrence,!  Hun,  317;  Duden  vs. 
165;  Pigot  vs.  Cubley,  15  C.  B.  Waitzfelder,  16  id.  337;  HamUton 
(n.  s.)  702;  Stokes  vs.  Frazier,  72  HI.  vs.  Schaack,  16  N.  Y.  W.  D.  423; 
428;  Chicago  Artesian- well  Co.  vs.  Middlessex  Bank  vs.  Minot,  45 
Corey,  60  id.  73;  Bank  vs.  Dubuque  Mass.  325;  Ainsworth  vs.  Bowen,  9 
APacificR.  R.,8Iowa,  277;Hamil-  Wis.  348;  Hestonville  R.  Co.  vs. 
ton  vs.  State  Bank,  22  id.  306;  Md.  Shields,  3  Brews.  (Pa.)  257.  See 
Fire  Ins.  Co.  vs.  Dalrymple,  25  Md.  also  First  National  Bank  vs.  Hall, 
242;  Baltimore  Marine  Ins.  Co.  vs.  22  App.  Div.  356;  Glidden  vs.  Bank, 
Dalrymple,  id.  269;  Bryson  vs.  Ray-  43  L.  R.  A.  737.  Consult  also  the 
ner,  id.  424;  Star  Fire  Ins.  Co.  vs.  following  notes  in  L.  R.  A.,  "Pur- 
Palmer,  9  J.  &  S.  (N.  Y.)  267;  Rich-  chase  by  pledgee,"  43  L.  R.  A.  755; 
ardson  vs.  Mann,  30  La.  Ann.  1060;  "Who  may  purchase,"  53  L.  R.  A. 
Wright  vs.  Ross,  36  Cal.  414;  Bryan  864. 
VB  Baldwin,  7  Lans.  174,  aff 'd  52  N.  '  Supra. 
Y.  232;  Duncomb  vs.  N.  Y.  &  N.  H. 
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the  sum  with  interest  which  the  Client  had  originally  re- 
ceived for  them ;  or  that  the  Client  should  receive  an  amoant 
eqaal  to  the  present  value  of  the  rentes. 

And  the  other  cases  cited  above  hold  that  the  Client,  if  the 
Broker  has  sold  the  stocks,  may  elect  to  affirm  the  sale  and 
recover  the  proceeds ;  or  that  he  may  treat  the  illegal  dis- 
position as  a  conversion  and  recover  damages  for  the  same.* 
And  where  a  Broker  sold  shares  in  a  Water  Company  to 
his  Client,  through  third  parties,  the  court  directed  that  the 
defendant  Broker  should  take  back  the  shares  with  all  the 
dividends  which  had  been  paid  upon  them,  and  that  he 
should  pay  to  the  plaintiff,  his  Client,  the  purchase-money, 
with  interest  at  the  rate  of  five  per  cent,  and  the  costs  of 
the  suit.^  So,  where  a  Broker  purchases  shares  from  a  third 
party  with  the  view  of  selling  them  himself  to  his  Client,  in 
the  execution  of  an  order  to  purchase,  and  does  sell  the  same 
to  his  principal  at  a  price  higher  than  that  at  which  he  him- 
self purchased,  the  Client  may  recover  the  difference  be- 
tween the  price  at  which  the  Broker  bought  and  that  at 
which  he  sold  the  shares ;  and  this,  although  the  Client  has 
parted  with  a  portion  of  the  shares,  so  that  he  might  not  be 
in  a  position  to  rescind  the  transaction.' 

^  See,  in  addition  to  the  authori-  performing  their  contract  of  agency 

ties  just  cited,  Taussig  vs.  Hart,  49  to  purchase  bonds,  the  defendants 

N.  Y.  301;  id.  58  N.  Y.  425;  Pickeiv  purchased  the  bonds  in  their  own 

ing  vs.  Demeritt,   100  Mass.  416;  name   at   prices   stated   and  then 

Day  vs.  Holmes,  103  id.  306.     But  charged  them  to  plaintiffs  at  hi^er 

the  Client  cannot  follow  both  of  prices,  and  reported  the  purchases 

these  courses.    Mayo  vs.   Knowl-  as  made  for  them  at  those  enhanced 

ton,  16  Daly,  245.  prices.     Raying    upon    this    false 

*  GiUett  vs.  Peppercome,  3  Beav.  statement  and  in  consideration  of 

78.  an  agreement  to  carry  the  bonds 

'  Kimber  vs.  Barber,  L.  R.  8  Ch.  for  a  certain  time  on  part  payment 

App.  56.    In  Levy  vs.  Loeb,  89  N.  of  the  purchase  price,  plaintiffs  paid 

Y.  386,  it  appeared  that  instead  of  the  sum  called  for.    Held  that  upon 
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One  B.,  a  Broker,  knowing  that  one  K.  was  desirous  of  ob- 
taining shares  in  a  certain  company,  called  upon  K.  and  told 
him  that  he  knew  where  the  shares  could  be  purchased  at 
£3  per  share,  and  was  authorized  to  make  the  purchase  at 
that  price.  B.  then  went  to  a  person  who  had  the  shares 
for  sale  and  bought  them  for  £2  per  share,  and  made  the 
sale  and  transfer  of  the  shares  to  K.  through  a  third  per- 
son. K.  subsequently  discovering  that  B.  was,  in  fact, 
the  owner  of  the  shares,  brought  an  action  against  B.,  in 
which  he  prayed  for  alternative  relief,  either  that  B.  might 
be  decreed  to  pay  K.  the  difference  between  the  prices  paid, 
or  otherwise  that  the  sale  of  the  shares  might  be  set  aside, 
and  the  parchase-money  repaid  upon  a  retransfer  of  the 
shares.  Previous  to  bringing  the  suit,  K.  had  transferred 
part  of  the  shares;  and  the  Master  of  the  Bolls,  on  this 
ground,  held  that  the  transaction  could  not  be  set  aside. 
And  he  refused  to  give  the  plaintiff  the  difference  between 
the  prices  paid,  for  the  reason  that  it  would  be  making  a  new 
contract  between  the  parties.  On  appeal,  the  decree  of  the 
Master  of  the  Rolls  was  reversed,  and  the  plaintiff,  K.,  was 
allowed  to  recover  the  difference  in  the  prices  paid.  But 
the  court  did  not  undertake  to  decide  whether  the  transaction 
could  be  set  aside,  E.  having  parted  with  a  portion  of  the 
shares.^ 

IX.  When  Broker  can  Close  Transaction. 

In  the  absence  of  express  agreement,  the  Broker  may,  at 
his  option,  upon  reasonable  notice,  require  the  Client  to  take 

the  discovery  of  the  facts,  plaintiffs  reported,  and  could  recover  back 
were  authorized  and  justified  in  re-  the  sum  paid, 
pudiating  the  fictitious  transaction       *  Kimber  vs.  Barber,  L.  R.  S  Ch. 

App.  56. 

25 
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the  stocks  which  he  may  be  carrying  for  him,  and  thus  close 
the  transaction.^  As  the  Client  may  at  any  time  require  the 
delivery  of  the  stocks  to  him  or  the  transaction  closed  upon 
paying  the  amount  advanced  for  their  purchase,  with  com- 
missions and  interest,  so  the  Broker,  in  the  absence  of  agree- 
ment, has  the  reciprocal  right  to  require  the  Client  at  any 
time  to  "  take  up  "  the  stocks  or  close  the  transaction,  and 
to  repay  him  the  amount  due  thereon.  Although  the  Client's 
margin  may  not  be  exhausted,  the  Broker  is  not  bound  to 
continue  the  transaction  for  an  indefinite  period.  He  earns 
his  commission  by  making  the  transaction,  and  in  the  absence 
of  agreement  it  would  seem  but  reasonable  to  assume  that 
he  should  be  able  to  discontinue  the  relation  after  a  reason- 
ble  time  at  least.  But  there  is  no  express  adjudication  upon 
this  point,  and  much  can  be  said  on  both  sides  of  the  ques- 
tion.' 

So  there  is  another  instance  where  the  Broker  seems  to  be 
entitled  to  sell  the  Client's  stocks,  viz.,  where  the  latter  be- 
comes a  bankrupt ;'  and  it  has  been  decided^  that  where  a 
Broker  holds  stock  for  a  Client  on  a  margin,  and  the  latter 
becomes  a  bankrupt,  it  is  the  duty  of  the  Broker  to  take  no- 
tice of  this  fact ;  and  that  where  the  Broker  continued  to 
hold  the  stocks  after  such  bankruptcy  for  an  unreasonable 
time,  and  then  sold  them  without  any  application  or  con- 
sent of  the  assignee  or  bankruptcy  court,  and  without  no- 

^Stenton  vs.  Jerome,  54  N.  Y.  'Id. 
480,  482;  White  vs.  Smith,  id.  522;  '  The  authority  of  an  agent  is  de- 
Sterling  V8.  Jaudon,  4S  Badb.  (N.  termined  by  notice  of  the  bank- 
Y.)  459;  Merwin  vs.  Hamilton,  6  ruptcy  of  his  principal.    Markwick 
Duer  (N.  Y.),  244;  Esser  vs.  Linder-  vs.  Haidington,  15  Ch.  D.  339. 
man,  71  Pa.  St.  76.    As  to  when  *  In  re  Daniels,  13  Natl  Bankr. 
Broker  may  doee  transaction  on  the  Reg.  46;  s.  c.  1  N.  Y.  W.  D.  271. 
death  of  his  Client,  see  Lacey  vs. 
Hill,  post,  387. 
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tice  to  any  one,  the  bankrupt's  estate  was  not  properly 
chargeable  with  the  loss. 

So  also  a  Stock- broker  is  justified  in  immediately  closing 
the  account  on  the  death  of  his  Client.^  The  authority 
given  by  the  deceased  Client  becomes  determined  at  his 
death.'  But  the  Broker  cannot,  on  the  plea  that  he  had  a 
continuing  authority  from  the  deceased  to  carry  over  from 
settling  day  to  settling  day,  carry  over  the  account  for  a 
considerable  period  after  notice  of  his  Client's  death.'  And 
if  he  has  a  continuation  account  with  a  Client,  and  oq  notice 
of  the  latter's  death,  does  not  close  the  account  immedi- 
ately, but  makes  a  further  contiauation,  and  ultimately  sells 
at  a  loss,  he  cannot  recover  the  amount  of  the  loss  from  the 


Client's  estate.^ 


But  it  has  been  held  in  the  State  of  Kew  York  that  when 
a  Broker  acts  in  good  faith,  he  may  continue  the  account 
until  the  appointment  of  a  legal  representative,  as,  the 
agency  being  coupled  with  an  interest,  the  case  presents  an 
exception  to  the  rule  that  the  death  of  the  principal  termi- 
nated the  agent's  authority."  But  circumstances  might  jus- 
tify him  in  closing  the  account  immediately.*  And  in  case 
of  a  stock  option  where  the  one  liable  to  deliver  the  stock 
dies  before  the  option  expires,  the  holder  of  the  option 
must  make  a  demand  of  the  stock  from  the  legal  representa- 
live  when  appointed.  A  demand  made  at  the  bank  where 
the  stock  was  made  payable,  immediately  after  the  death, 
is  insufficient.^ 

*  Lacey  vs.  Hfll,  L.  R.  8  Ch.  App.       *  Heas  vs.  Rau,  95  N.  Y.  359. 
921.  •!(!.;   see   Demery   vs.    Burten- 

'  PhOlipe  vs.  Jones,  4  T.  L.  R.  401.   shaw's  Est.,  91  N.  W.  Rep.  647. 

•  Id.  '  Prince  vs.  Robinson's  Admrs., 
*In  re  Overw^,  L.  R.  (1900)  1    14  Fed.  Rep.  631. 

Ck.  D.  209. 
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If  the  transaction  be  a  "  long  one  " — viz.,  a  purchase  of 
stocks  for  the  Client — the  better  practice  would  be  for  the 
Broker  to  make  up  a  statement  of  the  account  and  tender 
the  securities  to  the  Client  with  a  blank  power  of  attorney 
to  transfer,  and  offer  to  deliver  the  same  upon  payment  of 
the  amount  due.^ 

If,  on  the  other  hand,  the  transaction  consists  of  a  short 
sale,  the  Broker  should  give  the  Client  a  notice,  informing 
him  that  he  desired  the  transaction  closed  either  by  a  pur- 
chase of  the  stock  or  a  transfer  of  the  operation  to  some 
other  person  or  office,  as  has  been  indicated  above  under  the 
head  of  "  short  sale." 

When  a  Stock-broker  fills  an  order  for  the  purchase  of 
stock,  and  his  principal  makes  default,  and  he  thereupon  re- 
sells the  stock  at  a  loss,  it  is  necessary  for  him,  in  order  that 
he  may  recover  the  amount  of  such  loss  from  his  principal, 
to  show  that  the  stock  was  actually  purchased  by  himself  or 
by  an  agent  under  his  direction,  at  its  fair  market  price  on 
the  day  of  purchase,  and  that  he  actually  paid  the  purchase- 
money  therefor  ;  that  he  notified  his  principal  of  the  pur- 
chase, and  requested  him  to  receive  the  stock  and  pay  the 
price  paid  for  it  with  reasonable  commissions  ;  that  at  the 
time  of  this  notice  he  was  in  condition  to  deliver  the  stock, 
by  having  it  or  other  proper  indicia  of  title  actually  in  hand 
or  in  the  hands  of  his  agent ;  that  on  the  failure  of  the  prin- 
cipal to  receive  the  stock  he,  after  reasonable  time  and  no- 
tice to  that  effect  to  the  principal,  directed  it  to  be  sold ; 
and  that  it  was  sold  by  his  agent  either  at  public  sale  in 
market  overt,  or  at  a  sale  publicly  and  fairly  made  at  the 

^  Merwin  vs.  Hamilton,  6  Duer  32  Md.  160;  Genin  vs.  Isaacson,  6 
(N.  Y.),  244;  Wynkoop  vs.  Seal,  64  N.  Y.  Leg.  Obs,  213. 
Pa.  St.  361 ;  Rosenstock  vs.  Tormey, 
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Stock  Exchange,  or  a  Stock  Board  or  a  Board  of  Brokers, 
where  such  stocks  are  usually  sold  at  a  fair  market  value 
on  the  day  of  sale.^ 

So  it  has  been  held  ^  that  where  Brokers  purchased  in 
their  own  names,  and  without  disclosing  the  name  of  the 
Client,  certain  stocks  for  the  latter,  before  they  could  main- 
tain an  action  against  the  latter  for  a  depreciation  in  the 
price  of  the  stocks,  they  were  bound  to  tender  the  stocks 
to  the  Client;  and  that  where  it  appeared  that  this  was 
not  done,  and  that  the  Brokers  sold  the  stock  without  any 
notice  of  the  sale,  they  could  not  recover  from  their  prin- 
cipal." 

But  where  the  Brokers  have  not  sold  the  stocks  purchased 
for  their  Client,  in  an  action  against  him  to  recover  the  ad- 
vances made  by  the  Brokers  and  their  commissions  on  such 
purchase,  it  is  not  necessary  for  them  to  produce  the  certifi- 
cates  of  stock  on  the  trial  or  account  for  their  non-pro- 
duction, where  they  give  testimony  that  they  bought  and 
have  the  same  in  their  possession.  It  is  not  until  the  Client 
has  paid  or  tendered  the  sum  laid  out  that  he  can  demand 
its  delivery.*  And  where  plaintiffs'  Brokers  and  copartners 
brought  an  action  to  recover  an  amount  claimed  to  be  due 

^  Rosenstock  vs.  Tormey,  32  Md.  12  Barb.  265.     But  see  cases  cited 

109.  in  next  note. 

'  Merwin  vs.  Hamilton,  6  Duer  *  Id.     And   where  upon  a  con- 

(N.  Y.),  244.  tract  to  deliver  certain  shares  of 

'Upon  a  contract  to  deliver  stock  "at  seller's  option,  sixty 
stocks  to  another  for  cash  on  de-  days/'  the  purchaser  makes  his 
livery,  the  acts  of  delivery  and  pay-  demand  for  the  stock  at  the  proper 
ment  are  simultaneous  and  neither  time  and  in  the  proper  form,  is  then 
can  maintain  an  action  against  the  ready  to  pay  the  price,  and  is  re- 
other  without  showing  on  his  part  fused  the  delivery  on  the  ground 
an  actual  performance  or  a  legal  that  the  seller  was  not  able  to  make 
offer  to  perform;  Kelley  vs.  Upton,  it,  it  is  not  necessary  to  the  former's 
5  Duer,  336;  Genin  vs.  Tompkins,  right  of  action  for  the  breach  that 
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upon  an  alleged  agreement  as  to  the  sale  and  purchase  of 
stocks  on  defendants'  joint  account,  it  appeared  that  plaintiffs 
purchased  for  defendant  T.  56,650  shares  of  a  certain  stock. 
The  referee,  in  stating  the  account  between  the  parties, 
credited  plaintiffs  with  24,200  shares  sold  by  them,  and  ex- 
cluded from  such  account  32,450  shares,  although  he  found 
that  plaintiffs  had  bought  and  paid  for  the  latter  on  account 
of  the  defendant  T.  As  to  them  he  also  found  that  on  April 
20,  1874,  they  were  not  in  the  possession  of  plaintiffs,  but 
prior  to  that  time  had  been  pledged  by  them  for  a  loan  of 
money  for  their  use,  and  had  never  been  tendered  to  T.  and 
the  amount  due  thereon  demanded.  He  found,  as  conclu- 
sions of  law,  that  plaintiffs  could  not  recover  for  the  pur- 
chase of  said  32,450  shares,  unless  they  showed  performance 
of  a  contract  on  their  part.  He  also  found  that  the  pledge 
of  the  stocks  and  suffering  them  to  be  sold  by  the  pledgee 
was  not  such  a  performance,  and  that  defendants  were  not 
bound  to  redeem  the  stock  so  pledged,  and  plaintiffs  could 
not  recover  for  the  purchase  of  such  stock.  Plaintiffs 
claimed  that  their  pledge  of  the  stock  was  not  a  failure  to 
perform  a  condition  precedent,  but  a  breach  of  a  condition 
subsequent,  which  is  to  be  compensated  in  this  action  by  a 
recoupment  or  counterclaim  of  the  damages. 

Held,  that  the  finding  of  the  referee  was  erroneous ;  that 
the  purchase  of  the  stock  was  upon  T.'s  account,  and  was  a 

he  should  have  made  an  actual  offer  Bankruptcy  of  the  Broker  dispenses 
or  tender  of  the  money  (Wheeler  vs.  with  the  necessity  of  demand  and 
Garcia,  40  N.  Y.  584).  Munn  vs.  tender.  In  re  Swifte,  172  Fed,  Hep. 
Bamum,  24  Barb.  283.  A  tender  315,  321.  See  also  Mayo  vs. 
may  be  made  by  Brokers  acting  for  Knowlton,  134  N.  Y.  250.  As  to 
principals  in  another  state  although  ^en  tender  before  action  is  unnec- 
the  former  were  the  owners  of  the  essary,  see  Maguire  vs.  Halstead, 
stock  at  the  time  of  tender.  Clews  45  N.  Y.  Supp.  783.  See  also 
VB.  Jamieson,  182  U.S.  461,  496.   Speyer  vs.  Colgate,  67  Barb.  192. 
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proper  charge  against  him ;  and  the  sale  of  the  stock  was  a 
failure  to  perform  a  subseqaent  duty,  and  no  condition  pre- 
cedent was  broken  which  prevented  plaintiflfs  from  charg- 
ing T.  for  the  purchase  of  the  stock.^ 

If  after  a  Broker  has  closed  out  a  transaction  owing  to 
the  failure  of  his  Client  to  furnish  sufficient  margin,  the 
rendering  of  an  account  to  the  customer  may,  under  circum- 
stancesy  and  when  not  objected  to  by  the  latter,  constitute 
an  account  stated.  Thus  if  several  accounts  have  been  ren- 
dered each  showing  a  balance  brought  forward  from  the 
previous  account,  and  suit  is  commenced  three  weeks  after 
the  rendition  of  the  final  account,  all  of  the  accounts  having 
been  retained  by  the  Client  without  objection,  the  Client 
will  be  deemed  to  have  assented  to  their  accuracy,'  and  such 
facts  when  alleged  in  the  complaint  will  entitle  the  plain- 
tiff to  recover  for  moneys  advanced,  and  for  commissions 
and  expenses,  and  also  upon  an  account  stated.' 

X.  When  Broker  can  Act  by  Snbstitate. 

•  * 

The  general  rule  of  law  is,  that  a  Broker,  like  an  attorney, 
is  selected  as  a  specialist  on  account  of  his  presumed  skill 
and  discretion,  and  of  the  confidence  consequently  bestowed 
on  him  by  the  principal.  He  cannot,  therefore,  depute  his 
duties,  so  far  as  they  are  discretionary,  to  another,  except 
in  cases  of  necessity,  or  in  eases  in  which  such  deputation 
is  sustained  hy  usage^  of  which  it  may  he  implied  that  the 

*  Capron  vs.  Thompson,  13  N.  Y.  McKay,  35  N.  Y.  Supp.  415:  89 

Weekly  Dig.  199;  s.  c.  Ct.  of  App.,  86  Hun,  612;  Gillett  vs.  Whiting,  141 

N.   Y.   418     See   also   CahUl   vs.  N!  Y.  71;  Donald  vs.  Gardner,  44 

Hirschman,  6  Nev.  57.  App.  Div.  238;  Coit  vs.  Goodhart,  5 

'Knickerbocker  vs.   Gould,  115  App.  Div.  444. 

N.  Y.  533;  Beach  vs.  Kidder,  8  N.  •  Knickerbocker   vs.   Gould,  su- 

Y.  Supp.  587.    See  also  McKay  vs.  pra. 
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principal  i8  cognizant}  The  rule  being  that,  if  a  principal 
constitnte  an  agent  to  do  a  business  which  obviously,  and 
from  its  very  nature,  cannot  be  done  by  the  agent  otherwise 
than  through  a  substitute,  or  if  there  exist  in  relation  to  that 
business  a  known  and  established  usage  of  substitution,  in 
either  case  the  principal  would  be  held  to  have  expected 
and  have  authorized  such  substitution.^  Applying  these 
general  principles  to  the  business  of  Wall  Street,  it  will  be 
very  easy  to  sustain  the  usage,  so  universally  prevalent 
there,  of  transacting  business  through  one  or  more  sub- 
ordinate Brokers  who  are  necessarily  employed,  either  for 
secrecy  or  despatch,  in  the  execution  of  the  Client's  busi- 
ness or  orders.  And  where  an  order  to  purchase  stocks 
is  given  by  a  Client  to  his  Broker  in  Baltimore,  and  the 
order  is  general  in  its  terms — not  directing  the  purchase 
to  be  made  in  any  particular  place  or  mode,  and  not 
containing  any  restrictions  as  to  price — the  Broker  has 
the  right  to  make  the  purchase  in  New  York  through 
correspondents — Brokers  or  sub-agents  residing  and  doing 
business  in  that  city.'' 

» Wharton  on  Ag.    §§709,   711;  FuUer,  4  Hun  (N.  Y.),  631;  Com- 

Mechem  on  Agency,   §§  195,   197.  mercial  Bank  vs.  Norton,  1  HiJl(N. 

Cockran  vs.  Irlam,  2  Maule  &  S.  301.  Y.),  501,  505;  Elwell  vs.  Chamber- 

Of    course    if    the    discretion    has  lain,  2  Bosw.  id.  230. 

ceased,  the  Broker  may  act  through  '  Rosenstock  vs.  Torxney,  32  Md. 

a    sub-agent.     If    a    discretion    is  169;  Skifif  vs.  Stoddard,  63  Conn, 

vested  in  a  Broker  as  to  whether  a  198.     In  the  latter  case  see  the  na- 

sale  should  be  made  of  stocks  or  ture  of  the  business  done  through 

not,  and  if  he  determines  upon  a  New  York  correspondents  described 

sale,  then  the  discretion  is  exer-  in  full  detail,  p.  205  et  seq. 

cised,  and  he  may  employ  a  sub-  The  sub-agent  has  no  right  of  ac- 

agent    to    make    the    actual    sale,  tion  against  the  Client,  where  the 

Sims  vs.   May,    16  St.   Rep.   780.  first  Broker  in  employing  the  sub- 

'  Moon  vs.  Guardians  of  Whitney,  agent  acts  only  as  an  independent 

Union,  3  Bing.  (N.  C.)  814;  Ledoux  contractor,  that  is,  employs  a  sub- 

vs.  Goza,  4  La.  Ann.  160;  White  vs.  agent  to  execute  an  order  intrusted 


> 
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But  it  has  been  held  that  when  a  Broker,  not  being  in 
London,  employs  a  second  Broker  to  make  a  bargain  for 
him  on  the  Stock  Exchange,  there  is  no  privity  between  the 
principal  and  such  second  Broker;  and  therefore,  if  the 
principal  seek  to  make  the  latter  a  defendant  in  a  suit  for 
specific  performance,  the  bill  will  be  demurrable.^ 

Defendants,  who  were  bankers  and  Brokers,  gave  to 
plaintiff  a  letter  to  their  correspondent  G.,  a  Stock-broker 
in  Philadelphia,  stating,  "This  will  introduce  to  you  J. 
Any  orders  he  may  give  you  please  execute  on  our  account 
and  advise  us."  6.  took  his  orders  from  plaintiff  in  the 
purchase  and  sale  of  stocks,  but  reported  to  defendants  and 
made  his  calls  upon  them  for  the  necessary  margins.  In 
their  accounts,  defendants  also  treated  plaintiff  as  dealing 

for  execution  to  himself.  This  he  nary  purchase  on  the  Stock  Ex- 
may  do,  but  he  cannot  appoint  an  change,  he  is  not  liable  for  any  loss 
additional  co-ordinate  agent.  The  which  may  arise  to  the  trust  estate 
sub-agent  is  the  agent  merely  of  the  in  consequence  of  the  default  of  the 
first  Broker  and  not  of  the  Client,  Broker  employed  by  him,  if  he  has 
and  there  is  no  such  privity  of  con-  selected  him  with  care,  and  no  cir- 
tract  between  him  and  the  Client  as  cumstances  of  suspicion  have  been 
would  enable  him  to  sue  the  Client  brought  to  his  knowledge  which 
for  any  balance  due.  Hill  vs.  should  have  induced  him  to  dis- 
Morris,  15  Mo.  App.  322.  But  the  trust  the  Broker.  Speight  vs. 
first  Broker  may  recover  from  his  Gaunt,  48  L.  T.  R.  (n.  s.)  279;  s.  c. 
principal  the  amount  of  his  indebt-  28  Alb.  Law  J.  59;  aff 'd  by  House  of 
edness  to  the  sub-agent.  Id,;  21  id.  Lords,  S2  Week.  Rep.  435.  (Com- 
258;  Mechem  on  Agency,  {  197,  and  pare  Franklin  vs.  Osgood,  14  Johns, 
cases  there  cited.  527,  afT'g  2  Johns.  Ch.  1 ;  Suarez  vs. 

The  fact  that  one  employing  a  Rumpelly,  2  Sandf .  Ch.  336;  Roose- 

Broker  to  sell  property,  is  himself  velt  vs.  Roosevelt,  6  Abb.  N.  C.  447; 

acting  as  Broker  for  another,  does  Merrill  vs.  Farmers'  Loan  &  Trust 

not  discharge  him  from  liability  for  Co.,  24  Hun,  297;  Newton  vs.  Bron- 

the  second  Broker's  commissions,  if  son,  13  N.  Y.  587;  Lewis  vs.  Inger- 

the  agency  of  the  first  Broker  were  soil,  3  Abb.  Ct.  App.  Dec.  557.) 

not  disclosed.     Jarvis  vs.  Schaefer,  *  Booth   vs.    Fielding,    1    Week. 

105  N.  Y.  289.  Notes,  245.     But  see  Gregory  vs. 

Where  a  trustee  makes  an  ordi-  Wendell,  40  Mich.  432. 


894  Stock-brokers  and  Stock  Exchanged. 

directly  with  them ;  and  he  was  charged  on  their  books 
with  the  stocks,  commissions,  and  interest,  and  credited 
with  the  proceeds  of  sales.  Held,  that  defendants  were  the 
agents  of  plaintiflf,  and  they  could  not  ignore  G.'s  agency, 
and  cast  the  responsibility  of  a  loss  upon  plaintiff,  simply 
because  his  orders  were  taken  and  obeyed  in  the  purchase 
and  sale  of  the  stocks.^ 

XI.  C!onimission  of  Broker. 

In  respect  to  the  commissions  or  compensation  which 
a  Stock-Broker  is  entitled  to  receive  for  transacting  the 
business  of  the  Client,  the  amount  thereof  rests  either  upon 
an  express  or  an  implied  agreement.  Of  course,  whenever 
there  is  an  express  agreement  by  which  the  amount  of  the 
commissions  is  definitely  fixed,  all  greater  or  other  rates 
are  excluded.*     But  frequently,  in   employing  a  Stock- 

*  Gheen  vs.  Johnson,  90  Pa.  St.  when  received  from  his  correspond- 

38.    To  same  effect,  see  Smith  vs.  ent  in  San  Francisco.     Waters  vs. 

N-  Y.  S.  &  P.  C.  Co.,  25  N.  Y.  Supp.  Marrin,    12  Daly,  445.     As  to  the 

261.     See  also  Ryman  vs.  Gerlach,  effect  of  the  bankruptcy  of  an  agent 

153  Pa.  St.  197.     Where  orders  are  employing    a    correspondent,    see 

given  by  various  persons  to  a  Bro-  Le  Marchant  vs.  Moore,  150  N.  Y. 

ker  in  one  place,  and  by  him  exe-  209. 

cuted  through  a  second  Broker  in  '  Wharton  on  Ag.  §  323;  Bowers 
another  place,  the  second  Broker  vs.  Jones,  8  Bing.  66;  Ware  vs.  Hay- 
being  given  the  name  of  the  princi-  ward  Rubber  Co.,  85  Mass.  84.  An 
pal  in  each  transaction,  he  cannot  express  agreement  as  to  commission 
apply  the  gains  on  one  of  such  prin-  and  its  construction  appears  in 
cipal's  trades,  to  the  losses  resulting  Blakeslee  vs.  Er\nn  (58  N.  W.  Rep. 
from  those  of  another  such  princi-  850),  where  a  Broker  contracted  to 
pal.  Baxter  vs.  Allen,  46  HI.  App.  sell  certain  stocks  for  the  owner,  re- 
464.  taining  as  compensation  whatever 

Although  a  New  York    Broker  they  sold  for  above  par,  and  he 

who   has   been   instructed   to   sell  made  a  sale  at  par  and  an  unac- 

mining  stock  employs  a  San  Fran-  crued  dividend.     This  was  held  to 

Cisco  Broker  to  sell  it,  there  being  no  be  a  sale  at  a  price  above  par  by  the 

market  in  New  York,  he  is  liable  as  amount  of  such  dividend  and  the 

a  trustee  for  the  proceeds  of  the  sale  Broker  was  entitled  to  that  amount. 
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broker,  nothing  is  said  as  to  the  amount  of  his  commissions, 
in  which  case  they  must  be  ascertained  by  other  means. 
There  is  a  miiform  rate  fixed  by  the  New  York  Stock  Ex- 
change which  is  generally  observed  by  the  Brokers  in  deal- 
ings with  their  Clients.^  And  the  law  seems  to  be  that 
where  a  Broker  is  employed,  and  no  special  compensation 
is  agreed  upon,  the  rate  of  brokerage  customarily  charged 
for  the  same  services  is  the  proper  measure  of  damages. 
The  parties  are  then  presumed  to  have  contracted  in  ref- 
erence to  the  usage.^ 
As  has  been  shown  in  the  chapter  on  ^^  Usages,"  the  law 

^  Art.  XXXIV.  Ck)Dst.  New  York  of  the  article.  By  §  4  a  proposition 
Stock  Exchange.  By  sec.  2  all  to  accept  less  rates  shall  coDstitute 
commissions  shall  be  calculated  on  a  violation  of  the  article,  the  pen- 
the  par  value  of  securities,  and  the  alty  for  which  is  suspension  for  a 
rates  shall  be  as  follows:  (a)  On  first  offence,  and  expulsion  for  a  sec- 
bufflness  for  non-members,,  includ-  ond  offence  ({6). 
ing  joint  account  transactions  in  These  rules,  like  any  other  rules 
which  a  non-member  is  interested,  and  regulations  in  the  contempla- 
transactions  for  partners  not  mem-  tion  of  the  parties  when  contracting, 
bers  of  the  Exchange,  and  for  firms  would  be  admissible  in  evidence  in 
of  which  the  Exchange  member  or  an  action  by  the  Broker  for  his 
members  are  special  partners  only,  commissions.  Bibb  vs.  Allen,  149 
the  commission  shall  not  be  less  U.  S.  481.  If  the  contract  is  de- 
than  one  eighth  of  one  per  cent;  nied,  evidence  of  the  New  Yoik 
(&)  On  business  for  members  of  the  rates  of  conmiission  is  admissible. 
Exchange,  the  conmiission  shall  not  Rubino  vs.  Scott,  118  N.  Y.  662. 
be  less  than  one  thirty-second  of  one  'Morgan  vs.  Mason,  4  E.  D. 
per  cent,  except  where  a  principal  is  Smith  (N.  Y.),  636;  Miller  vs.  Ins. 
given  up,  in  which  case  the  commis-  Co.  of  North  America,  1  Ab.  New 
sion  shall  not  be  less  than  one  Gas.  id.  470,  and  note,  which  con- 
fiftieth  of  one  per  cent;  (c)  On  min-  tains  a  collection  of  cases  on  the  ex- 
ing  shares  and  subscription  rights  tent  to  which  usage  is  admissible  to 
such  rates,  to  members  and  non-  establish  a  rate  of  compensation; 
members,  as  may  be  determined  see  also  Erben  vs.  Lorillard,  2 
from  time  to  time,  by  the  committee  Keyes  (N.  Y.),  567;  Adams  vs. 
on  commissions,  with  the  approval  of  Capron,  21  Md.  186;  Deshler  vs. 
the  governing  committee;  (d)  Gov-  Beers,  32  111.368;  Potts  vs.  Aech- 
emment  and  mimicipal  securities  temacht,  93  Pa.  St.  138;  Bibb  vs. 
are  exempted  from  the  provisions  Allen,  149  U.  S.  481. 
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What  constitutes  a  faithful  performance  of  the  Broker's  du- 
ties depends  greatly  upon  the  nature  of  the  business  commit- 
ted to  his  hands.  It  has  been  held,  for  instance,  that  he  is 
obliged  to  keep  and  render  a  correct  account  of  the  business 
transacted.^  And,  although  he  may  not  absolutely  forfeit 
his  commission  by  a  failure  to  do  this,  it  may  be  construed 
as  a  failure  of  duty  on  his  part,  or  as  a  suppression  of  evi- 
dence.' 

The  case  of  Hoffman  vs.  Livingston"  peculiarly  illus- 
trates the  question  of  a  right  of  a  Stock-broker  to  recover  his 
commissions.  The  plaintiff  there  sued  to  recover  his  com- 
missions on  transactions  in  stocks  made  for  account  of  de- 
fendant. The  transactions  were  conducted  by  the  plaintiff 
under  an  arrangement  by  which  the  latter  speculated  for 
the  defendant  under  a  discretionary  order,  buying  and  sell- 
ing whenever  he  deemed  it  advisable.  Under  this  arrange- 
ment plaintiff  made  numerous  transactions,  resulting  in  a 

Frost,  53  N.  Y.  Supp.  575,  aff' d  62  tions  in  an  answer  will  not  suffice  to 
N.  Y.  Supp.  1102.  If  the  right  defeat  a  Broker's  claim  for  com- 
to  recover  commissions  is,  under  the  missions  and  advances,  see  Myers 
contract  of  employment  to  sell  vs.  Paine,  13  App.  Div.  332;  afif'd  57 
bonds,  made  to  depend  upon  the  N.  E.  Rep.  1118. 
fact  of  the  bonds  being  sold  and  ^  Clark  vs.  Moody,  17  Mass.  145. 
their  proceeds  received,  the  Broker  If  the  Broker  reports  fictitious  deal- 
is  not  entitled  to  commissions  on  ings  he  is  not  entitled  to  commis- 
bonds  which  he  contracts  to  sell  at  sions.  Prout  vs.  Chisolm,  21  App. 
a  price  which  the  vendor  refuses  to  Div.  58.  As  to  evidence  on  which 
accept.  Coffin  vs.  Coke,  6  T.  &  C.  the  Broker  may  go  to  the  jury,  see 
(N.  Y.)  71.  Armstrong  vs.  Village,  159  N.  Y, 

The  Broker,  however,  need  not   315.     See  also  Bums  vs.  Campbell, 
personally  introduce  the  purchaser   71  Ala.  271 . 

to   the   principal,  Hafner  vs.  Her-       '  Lupton   vs.    White,    15   Vesey, 
ron.  165  111.  242,  and  it  is  immate-   432,   640;   Hart  vs.  Ten   Eyck,   2 
rial  if  the  principal  effects  a  sale  on   Johns.  Ch.  42,  108. 
other  terms  with  the  party  intro-       •  14  J.  &  S.  (N.  Y.)  552. 
duced.    Id.    As  to  when  the  allegar 
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loss  to  the  defendant  of  a  large  sum,  more  than  one  half 
of  which  was  for  commissions.  Notice  of  each  transaction 
was  not  given  to  the  defendant  in  accordance  with  the  cus- 
tom of  Brokers. 

The  action  was  contested  on  the  ground  that  the  circum- 
stances showed  that  the  operations  were  made  with  a 
view  of  merely  yielding  commissions  for  the  benefit  of  the 
Broker,  and  it  was  held  that  the  failure  of  the  latter  to 
give  notice  to  his  Client  of  each  transaction  was  a  neglect 
of  duty  which  was  a  sufficient  bar  to  the  recovery  of  com- 
mission. The  rule  of  law  is  that  if  the  Broker's  services  are 
wholly  abortive,  or  executed  in  such  a  manner  that  no 
benefit  results  from  them,  he  is  not  entitled  to  recover 
either  his  commissions  or  even  a  compensation  for  his  trou- 
ble/ That  the  question  is  one  of  due  diligence  and  ordinary 
skill,  and  the  want  of  this  may  be  the  result  of  inattention  or 
incapacity.  It  is  not  necessary  in  such  case  for  defendant 
to  show  actual  f  raud.^ 

It  has  also  been  held  that  a  Broker  employed  to  purchase 
govemnient  bonds  for  a  Client  cannot  act  in  the  same  trans' 
action  as  agent  for  the  seller,  and  receive  commissions  from 

*  For  cases  where  Stock-brokers  pleted.     Bibb  vs.  A]len,  149  U.  S. 

have  sued  for  commissions  earned  in  497;  Quinlan  vs.  Ra}anond,  Daily 

illegal  transactions,  and  for  money  Reg.  July  29,  1886,  afif'd  3  N.  Y.  St. 

laid  out,  etc.,  in  the  same,  see  chap-  Rep.  573,  which  also  held  that  the 

ter  "Stock-jobbing."  statute  should  be  specially  pleaded 

It  cannot  be  interposed  as  a  valid  as  a  defence.    If  a  statute  or  ordi- 

defence  or  answer  to  the  Broker's  nance    prescribes   that   Stock-bro- 

demand  for  commissions  that  his  kers  shall  be  licensed,  an  unlicensed 

contracts,  in  the  making  and  execu-  Broker,  in  selling  stocks,  does  an  un- 

tion  of  which  his  right  to  commis-  lawful  act,  and  cannot  maintain  an 

sions  arose,  were  not  enforceable  un-  action  for  commissions  on  such  sale, 

der  the  Statute  of  Frauds,  or  for  Hustis  vs.  Pickands,  27  HI.  App. 

want  of  other  form,  if,  in  fact,  they  270. 
have  been  fully  executed  and  com- 
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both  sides,^  although  this  may  be  done  where  the  Client  ex- 
pressly assents  to  the  same.' 

Neither  is  a  grain  Broker  entitled  to  commissions  when 
his  principal's  intention  is  to  "corner"  the  market,  and 
such  intent  is  known  to  the  Broker.*  Nor  can  a  Broker, 
employed  to  sell  bonds,  recover  commissions,  although  he 
procures  a  purchaser  able  and  willing  to  buy,  when,  by  the 
agreement  between  the  principal  and  the  Broker,  the  pay- 
ment of  the  commissions  depended  upon  the  payment  of  an 
instalment  of  the  purchase  money,  which  by  reason  of  a  prior 
sale  of  the  bonds  to  the  vendors,  having  been  declared  illegal, 
and  the  delivery  thereof  perpetually  enjoined,  was  not  made.^ 

XII.  Commnnications  between  Broker  and  Client  not 

Pririleged. 

A  wise  public  policy  dictates  that  certain  kinds  of  evi- 
dence should  not  be  received  in  legal  controversies,  either 

*  Levy  vs.  Loeb,  85  N.  Y.  365,  cannotactforbothsides,  andsopre- 
aff'donnewtrialjSO  N.  Y.  386;  Rice  serve  the  Broker's  claim  for  com- 
vs.  Davis,  136  Pa.  St.  430;  Piatt  vs.  pensation  from  the  vendee.  Noth- 
Baldwin,  2  City  Gt.  281 ;  Hafner  vs.  ing  short  of  an  express  agreement  to 
Herron,  165  111.  242.  waive  that  rule  would  be  sufficient 

'  Levy  vs.  Loeb,  85  N.  Y.  365;  s.  c.  for  that  purpose.      Rice  vs.  Davis, 

89N.  Y.386.    A  Broker  may  recover  136  Pa.  St.  439. 
commissions  from  both  parties,  if  it       'Samuels  vs.  Oliver,  130  HI.  73. 
was  promised  with  full  knowledge       *  Owen  vs.  Ramsey,  23  Ind.  App. 

that  the  Broker  held  the  same  rela-  285.     As  to  when  a  Broker  will  be 

tion  to  the  other  party.    Rice  vs.  Da-  considered  as  employed  yearly,  and 

vis,  136Pa.  St.439;  Jarvisvs.  Schae-  as  to  recovery  in  such  a  case,  see 

fer,  105  N.Y.  289;  Rowe  vs.  Stevens,  Dean  vs.  Woodward,  52  Hun,  421. 

63N.  Y.621.  The  fact  that  a  Broker  Evidence  that  the  principal  had,  in 

for  the  sale  of  stock  receives  a  com-  a  prior  brokerage  transaction,  by 

pensation  from  the  purchaser  for  his  sharp  practice,  deprived  the  Broker 

services,  with  the  knowledge  of  the  of   his  commissions,   inadmissible, 

vendor,  and  without  any  objection  Brown  vs.  Barse,  3  App.  Div.  (N. 

from  him,   will    not    constitute  a  Y.)  257. 
waiver  of  the  rule  that  a  Broker 
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because  of  the  confidential  relations  existing  between  the 
parties,  as  in  the  case  of  husband  and  wife,  or  because  of 
the  subject-matter  of  the  evidence  itself.  Under  this  last 
head  are  included  secrets  of  State  and  papers  and  communi- 
cations confided  by  a  Client  to  his  legal  adviser.  In  the  lat- 
ter case  the  attorney's  mouth  is  not  sealed  because  of  the 
confidential  relations  existing  between  him  and  his  Client,  for 
the  privilege  was  not  extended  to  other  professions  by  the 
common-law,  but  because  the  interests  of  justice  demand 
that  the  Client  should  be  able  to  lay  before  his  counsel  the 
full  facts  of  his  case  without  fear  of  future  disclosure ;  and 
this  not  only  for  his  own  assurance,  but  also  to  enable  the 
attorney  to  exercise  properly  the  duties  of  his  profession.^ 

It  may  be  added  that  in  some  of  the  States  the  same  pro- 
tecting policy  has  been  extended  to  confessions  made  to  a 
clergyman,  in  the  course  of  the  discipline  enjoined  by  the 
rules  of  his  denomination,  and  to  knowledge  gained  by  a 
physician  in  attending  a  patient,  which  knowledge  was  neces- 
sary to  enable  him  to  prescribe  for  the  disease.'  And  in 
England"  Best,  C.  J.,  said  that  he  for  one  would  never 
compel  a  clergyman  to  disclose  a  communication  made  to 
him  by  a  prisoner. 

It  seems,  however,  that  the  privilege  may  be  waived.^ 
The  principle   which  underlies    the  exclusion  of   this  evi- 

*  The  earliest  reported  case  on  the  {f  833,  834;  Rev.  Stat,  of  Mo.  1899, 

subject  is  Berd  vs.  Lovelace,  Gary  §  4659;  Rev.  Stat,  of  Mich.  1897, 

(anno  19  Eliz.),  88;  see  also  Green-  §§  10,180-10,181. 
ough  vs.  GaskeU,  1  Myl.  &  K.  101 ;  1       »  Broad  vs.  Pitt,  3  Car.  &  P.  518. 
Greenleaf  on  Ev.  (16th  ed.)  §  236       M  Greenleaf  on  Ev.  (16th  ed.) 

et  seq.,  and  cases  cited.  §  236.     In  New  York  it  must  be  an 

'Wis.  Rev.  Stat.  1898,  §§4074-  express  waiver,  upon  the  trial  or 

4075;    Iowa    Code,    1897,    §  4608;  examination,  by  the  person  confe&- 

Supp.  of   1902,   §4608,   and  cases  sin^,   the    patient,    or   the    Qient. 

cited;  N.  Y.  Code  of  Civil  Proc.  N.  Y.  Code  Civ.  Proc.  §  836. 
26 
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deuce  is  that  of  publio  policy :  the  pablic  benefit  arising 
from  its  suppression,  in  the  great  majority  of  cases,  over- 
weighs  the  occasional  hardship  of  the  rule  whon  applied  to 
particular  instances.^ 

Although,  in  practice,  the  communications  and  tiansactions 
between  a  Broker  and  his  Client  are  regarded  and  observed 
as  sacredly  confidential,  yet  they  are  not  considered  as  being 
in  anywise  embraced  within  the  rules  to  which  we  have 
alluded.  In  a  case  in  England '  a  Stock-broker  was  held 
bound  to  discover  the  names  of  the  persons  for  whom  be 
had  purchased  shares  in  a  joint-stock  company  which  had 
neither  been  incorporated,  chartered,  nor  registered,  and 
which  was  regulated  by  no  deed  of  settlement,  and  whose 
shares  passed  by  delivery.  The  case  is  valuable  in  demon- 
strating that  the  liability  of  a  Broker  to  answer,  in  ordinary 
transactions  between  himself  and  Client,  is  unquestioned ; 
that  only  in  cases  presenting  special  features  can  he  refuse  to 
answer,  and  his  refusal  in  such  cases  would  be  grounded  on 
no  peculiar  privilege  extended  to  Brokers,  but  on  a  protection 
common  to  all  classes ;  as,  for  instance,  where  the  Broker 
relies  on  the  rule  of  law  exempting  persons  from  testifying 
where  their  answers  would  expose  them  to  a  fine,  penalty, 
or  criminal  prosecution.' 

The  case  of  The  Mercantile  Credit  Association^  also 
strongly  illustrates  this  point.  In  winding  up  this  associa- 
tion the  name  of  one  D.  appeared  on  the  list  of  shareholders 

^  Greenleaf  on  Ev.  §  236.  answer  mi^t  subject  him  to  the 

'  Re  Mex.  and  So.  Am.  Co.,  re  penalties  of  the  stock-jobbing  act. 

Aston,  27  Beav.  474;  aflf'd  18  L.  T.  Short  vs.  Mercier,  S  U.  A  Q.  206. 

596.  And  sec  Cloyes  vs.  Thayer,  3  Hill, 

'  Thus  a  Stock-broker  may  refuse  564;  Poindexter  vs.  Davis,  6  Gratt. 

to   answer   questions   as   to   stock  481. 

transactions  on  the  ground  that  his  *  37  L.  J.  (n.  s.)  pt.  1,  295. 
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as  a  holder  of  certain  shares.  ^^  Calls  "  had  been  made  by 
the  official  liquidator  on  these  shares,  no  part  of  which  had 
been  paid.  The  liquidator  having  caused  inquiries  to  be 
made  with  respect  to  the  ability  of  D.  to  pay  the  calls,  it 
was  discovered  that  he  had  no  property  whatever ;  and  that, 
at  the  time  the  shares  were  transferred  to  him,  he  was  an 
infant  living  with  his  father,  receiving  wages  as  clerk  to  a 
law  stationer,  but  with  no  other  source  of  income.  The 
transfer  had  been  made  to  him  with  his  consent,  and,  al- 
though he  had  come  of  age,  he  had  not  repudiated  it.  One 
C,  a  Broker,  had  proposed  to  act  on  his  behalf  in  the  matter 
of  the  transfer,  and  it  was  through  C.'s  agency  that  D.'s 
name  was  placed  upon  the  register.  The  official  liquidator 
applied  to  the  Broker  for  information  as  to  the  circum- 
stances attending  the  transfer,  in  the  hope  of  being  able  to 
make  the  transferor  liable  for  the  amount  due  on  the  shares^ 
but  the  Broker  refused  to  give  any  such  information.  The 
liquidator  accordingly  moved  for  an  order  to  summon  him 
before  the  court  for  the  purpose  of  being  examined  as  a 
person  whom  the  court  might  deem  capable  of  giving  infor- 
mation  concerning  the  trade,  dealings,  estate,  or  effects  of 
the  company. 

Wood,  V.  C,  in  giving  his  opinion,  said  that  he  "  was  sur- 
prised that  such  applications  should  always  be  strenuously  op- 
posed on  behalf  of  the  proposed  witness ;"  and  he  accordingly 
ordered  that  C.  should  be  summoned  to  attend  the  judge  in 
chambers  at  such  times  as  the  judge  might  designate,  to  be 
examined  as  the  judge  might  direct  touching  the  estate  and 
effects  of  the  association.^ 

*  To  same  effect,  Contract  Corpo^  Green  vs.  Weaver,  1  Sim.  404;  WU- 
ration,  40  L.  J.  Ch.  15.  See  also  liams  vs.  Tyre,  ISBeav.  366;  Mat- 
Rawlings  vs.  Hall,  1  Car.  <fe  P.  11;  thew's  Est.,  4  Am.  L.  J.  (n.  s.)  366; 
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The  few  adjudicated  cases  show  that  the  courts,  recog- 
nizing no  public  policy  sufficiently  urgent  to  demand  the 
secrecy  of  such  transactions,  have  uniformly  checked  the 
eflfort  of  the  Broker  to  place  himself  in  the  category  of  those 
protected  by  the  law  of  privileged  communications. 

It  by  no  means  follows,  however,  because  such  trans- 
actions are  not  privileged,  that  they  are  public ;  that  a  re- 
sort to  a  Broker's  books  can  be  had  ad  libitum^  to  satisfy 
an  idle  curiosity,*  or  entries  thrown  open  to  what  the  courts 
have  termed  a  "  fishing  excursion."  On  the  contrary,  the 
the  courts  scan  with  jealous  eyes  all  attempts  of  that  nature  ; 
and  it  is  only  where  the  party  shows  a  clear  legal  right  to 
the  remedy,  and  in  cases  where  the  interests  of  justice 
demand  a  discovery,  that  a  Broker's  books  or  a  Broker's 
testimony  as  to  dealings  with  his  Client  is  evidence  at  the 
instance  of  an  adverse  suitor. 

XIII.  Pnts,  Calls,  Straddles  and  Pools  Considered  Apart 

from  their  Wagering  Aspect. 

It  is  proposed  to  consider  these  dealings  apart  from  any 
aspect  they  might  have  as  wagering  transactions,  as  to 
which  see  Chapter  V.,  "  Stockjobbing." 

When  a  "put"  is  purchased  outside  of  the  Stock  Ex- 
change through  a  Broker  not  a  member  of  the  Stock  Ex- 
change, a  rule  of  the  Exchange  that  dividends  declared 
prior  to  the  closing  of  the  transfer  books  shall,  as  to  trans- 
actions other  than  for  cash,  be  "  dividend  oflf "  (i.  e.  shall 
not  be  payable  to  the  owner  of  the  stock),  is  not  applica- 

In  re  Finan.  Ins.  Co.  (Lim.),  36  L.  J.  compelled  to  state  the  names  of  the 

(n.  8.)  687.  person  with  whom  he  has  dealt  in 

^  A  Broker  examined  to  prove  the  such  stock.     Jonau  vs.  Ferrand,  3 

market  value  of  a  stock  cannot  be  Rob.  (La.)  366. 
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ble  where  a  dividend  has  been  declared  on  the  stock  prior 
to  the  contract,  but  is  not  payable  till  after  the  closing  of 
the  transfer  books,  and  after  the  day  when  the  option  to 
deliver  the  stock  expires.  In  snch  a  case  the  dividend  be- 
longs to  the  owner  of  the  stock  at  the  time  it  was  declared, 
and  therefore,  in  the  case  under  consideration,  it  was  held 
to  belong  to  the  seller  of  the  stock.* 

A  ^^  call ''  is  an  agreement  to  sell,  and  as  such  it  required 
a  stamp  under  the  War  Revenue  Act  of  1899,  since  repealed, 
although  a  ^^  put,"  or  an  agreement  to  buy,  did  not  require 
such  a  stamp.' 

If  a  Broker  sells  a  ^'  sti*addle  "  it  is  his  duty  to  close 
the  contract  thereby  created  by  exercising  the  option  at  the 
most  favorable  time  in  the  purchaser's  interests  within  the 
period  during  which  the  option  may  be  exercised,  and  if  he 
sells  ^^  short "  the  day  after  the  making  of  the  contract,  and 
the  stock  subsequently  goes  up,  be  will  be  liable  to  pay  the 
purchaser  what  the  latter  lost  by  his  neglect.^ 

If  one  of  the  parties  to  a  "  pool "  formed  to  speculate  in 
certain  stock,  should  withdraw  from  the  pool,  and  take  up 
and  pay  for  his  interest  therein,  notice  should  be  given  by  the 

*  Hopper  vs.  Sage,  112  N.  Y.  530,  "straddle"   means   not   simply   a 

and  cases  cited.  person  having  the  paper  in  his  indi- 

'  Treat  vs.  White,  181  U.  S.  264.  vidual  custody,  but  one  apparently 

'  Harris  vs.  Tumbridge,  8  Abb.  N.  exercising  an  individual  dominion 
C.  291,  aff'd  83  N.  Y.  92.  The  pai^  thereof  as  owner,  and  the  party  ob- 
ties  to  a  "straddle"  may,  of  course,  ligated  by  the  "straddle"  is  still 
by  special  agreement,  vary  its  effect,  bound  to  the  true  owner,  though  he 
and  settle  their  rights  under  it  be-  may  have  settled  with  one  present- 
fore  the  period  of  its  expiration,  by  ing  it  to  him,  if  it  was  presented  un- 
giving  and  receiving  a  fixed  sum  der  circumstances  that  charged  him 
therefor,  or  otherwise.  Van  Nor-  with  the  risk  of  the  one  presenting 
den  vs.  Keene,  55  N.  Y.  Super.  Ct.  it  not  being  the  transferee  thereof. 
67.  Id. 

The  term  "bearer"   used  in  a 
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Brokers  to  the  other  parties  thereto,  but  the  failure  to  give 
such  notice  is  not  material  if  the  other  parties  in  interest 
are  not  prejudiced.^  And  in  an  action  by  the  Brokers  to  re- 
cover commissions  and  outlay,  an  answer  ailing  the  pool 
combination,  and  that  one  oi  the  parties  withdrew  from 
the  pool,  but  which  does  not  allege  that  the  Brokers 
failed  to  notify  defendants  of  such  withdrawal,  or  that  in- 
jury resulted  to  defendants,  and  which  merely  asks  for  a 
dismissal  of  the  complaint,  does  not  raise  sufficient  matter 
of  defence.*  In  that  case  defendant  on  the  trial  claimed 
that  the  failure  to  give  notice  was  a  breach  of  contract,  and 
that  defendant  was  therefore  entitled  to  the  market  price 
of  his  stock  as  of  the  day  of  the  breach,  and  not  as  of  the 
day  of  the  closing,  some  months  later,  when  the  stock  had 
fallen  considerably,  but  the  court,  as  already  stated,  found 
against  this  contention,  as  the  issue  was  not  properly  raised 
by  the  pleadings  and  prayer  for  relief  in  the  answer.* 

When  a  pool  was  formed  between  certain  persons  and  a 
firm  of  Brokers  to  purchase  and  sell  land,  the  profits  and 
losses  to  be  divided  in  certain  proportions,  and  the  Brokers 
to  receive  a  certain  commission  and  to  buy  and  sell  as  prin- 
cipals, it  was  held  that  they  could  not  be  sued  as  Brokers 
without  recourse  to  the  agreement,  and  as  the  latter  was  for 
an  illegal  purpose,  viz.,  to  ^^ comer"  land,  the  action  could 
not  be  maintained.' 

XIY.  The  Clearing  Honse. 

The  Stock  Exchange  Clearing  House  was  established  in 
New  York  City  in  May,  1892  (in  extension  of  the  system  of 

*  Myers  vs.  Paine,  13  App.  Div.       ■  Id. 
332;aff'd57N.E. Rep.  1118.  ^Leonard  vs.   Poole,  56  N.  Y. 

» Id.  Super.  Ct.  213;  aff'd  114  N.  Y.  871. 
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clearingg  establiabed  by  the  banks  of  tb«A  city  in  October, 
1853)  to  prevent  the  necesntj  of  numeroas  transfers  of 
stock  from  band  to  hand.  Matters  sm  settled  by  a  com- 
bination of  stock  balances  and  cash  balancesy  both  being 
very  small  in  proportion  to  the  aggregate  of  business  done,^ 
and  similar  institations  have  been  estaUished  in  some  ot  the 
principal  cities  of  the  United  States. 

The  London  Stock  Exchange  had  adopted  the  dearing 
principle  in  1874.  Vide  Chapt^  X.,  p.  991,  note  1.  See 
also  Brodhurst  on  the  Law  of  the  Stock  Exchange  ^p.  70- 
72),  in  which  the  method  of  settlement  of  large  transactions, 
through  the  aid  of  the  Clearing  House,  is  shown  in  full  detail. 

Notwithstanding  the  great  advantage  of  the  Clearing 
House  from  a  business  point  of  view,  in  rendering  unneces- 
sary the  mannal  delivery  of  a  great  number  of  stock  and 
share  certificates,  and  of  the  actual  paym^it  and  receipt  of 
large  sums  of  money  representing  the  ipirice  of  securities 
bought  and  sold,  the  Supreme  Court  of  Pennsylvania  has 
held  that  a  delivery  made  on  the  Cleariiig  House  sheet  was 
a  mere  settlement  of  differences,  and  void  at  common 
law  ;^  but  that  this  view  is  erroneous  is  thus  aUy  pointed 
out  by  the  Messrs.  Biddle  in  their  excdlent  work  on  tke 
Law  of  Stock-brokers,  at  p.  61 :  ^^  The  Clearing  House  is  the 
agent  of  both  of  the  parties,  and  where  a  selling  Broker 
sends  to  it  his  account  of  sold  shares,  the  Clearing  House 
in  such  a  case  is  authorized  by  the  buying  Broker  to  accept 
such  shares,  and  if  such  an  account  were  to  contain  nothing 

» Johnson's  Universal  Cydopfledia,  House    Law;    Arts.    XXVI.    and 

vol.    2,    p.    323,    title    "Qearing  XXVII.  Const,  of  the  N.  Y.  Stock 

House";  Biddle  on  Stock-broken^  Ezchi^ige. 

p.  55  et  seq.;  Bisbee  &  Simond's  '  Dickson's  Executor  vs.  Thomas, 

Law   of    the    Produce   Exchange,  10  W.  N.  C.  112.    See  also  Ruchiz- 

§  38.    See  also  Watson's  Clearing  ky  vs.  De  Haven,  10  W.  N.  €.  109. 
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but  sold  shares,  the  Clearing  House,  as  the  agent  of  a  buy- 
ing Broker,  would  simply  direct  the  selling  Broker  to  de- 
liver the  shares  to  his  (the  Clearing  House^s)  principal ;  but 
where  the  account  contains  bought  as  well  as  sold  shares, 
the  Clearing  House  then,  acting  as  the  agent  of  both  the 
Brokers,  sets  off  one  transaction  as  against  the  other.  This 
the  principals  themselves  might  perfectly  legally  do,  and 
cpnsequently  it  is  obvious  that  their  agents  may  do  the 
same. .  In  fact  the  sheets  sent  to  the  Clearing  House  by 
the  different  Brokers  are  substantially  nothing  but  bills  of 
sale  made  by  them,  and  made  to  them,  and  sent  to  their 
common  agent,  the  Clearing  House." 

And  that  transactions  closed  in  accordance  with  the 
Clearing  House  Rules  of  the  Chicago  Stock  Exchange  are 
not  gaming  contracts,  where  there  is  no  evidence  of  an  in- 
tention merely  to  settle  differences,  has  been  decided  by  the 
Supreme  Court  of  the  United  States  in  Clews  vs.  Jaraieson,^ 
in  the  report  of  which  case  the  rules  of  the  Chicago  Clear- 
ing House  as  to  buying  and  selling  "for  the  account"  are 
set  forth  at  length.  And  settlements  of  differences  through 
the  Clearing  House  have  been  also  held  valid  in  Yan  Dusen- 
Harrington  Co.  vs.  Jungeblut,'  by  the  Supreme  Court  of 
Minnesota. 

That  the  Clearing  House  system  cannot  be  used  as  a  cover 
for  fictitious  transactions,  but  that,  on  the  contrary,  its 
records  can  (in  the  absence  of  proof  by  the  Broker's  books, 
showing  the  names  of  parties  from  whom  they  bought  or 
to  whom  they  sold  stock,  that  the  transactions  were  real) 
be  used  in  evidence  for  the  purpose  of  showing  that,  as  the 
majority  of  the  alleged  transactions  were  never  cleared, 

*  182  U.  S.  461.  »  77  N.  W.  Rep.  970. 
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tbey  never  in  fact  occurred,  is  the  result  of  the  decision  in 
Prout  vs.  Chisolni.* 

In  that  case,  in  which  a  Client  sought  to  recover  moneys 
and  securities  deposited  with  his  Broker  as  margins,  on  the 
ground  that  numerous  transactions  of  buying  and  selling 
reported  by  the  Broker  were  all  fictitious,  it  was  held  that, 
as  it  appeared  that  the  Clearing  House  sheets  transmitted 
to  the  Clearing  House  daily  by  the  Brokers  who  had  bought 
and  sold  on  the  Exchange  were  destroyed  at  the  end  of  thirty 
days,  the  Clearing  House  ledgers  were  competent  evidence 
of  the  facts  stated  therein,  when  the  clerk  who  made  the 
entries  testified  to  their  accuracy,  and  that  he  made  them 
from  the  Clearing  House  sheets  themselves,  and  it  was  also 
held  that  where  a  failure  to  clear  or  report  the  transaction 
was  continuous,  the  conclusion  was  justified  that  the  trans- 
actions did  not  occur,  although  such  a  presumption  might  not 
arise  if  only  a  few  transactions  were  not  reported  or  cleared. 

In  some  localities  a  custom  similar  to  the  Clearing  House 
system,  and  known  as  "ringing  up,"  prevails  amongst 
Brokers  and  commission  merchants,  by  which,  when  a 
series  of  contracts  have  been  made  for  the  sale  of  the  same 
kind  of  grain  for  future  delivery,  the  Brokers  acting  for 
buyers  and  sellers  settle  by  what  they  call  a  "  ring,"  that 
is,  by  which  they  reciprocally  surrender,  or  cancel,  con- 
tracts and  adjust  differences.^  This  custom,  when  not 
adopted  to  promote  a  gambling  contract,  is  not  illegal.' 

*  21  App.  Div.  54.  vorite,  46  El.   263;  Lonergan  va, 

•See  Williar  V8.  Irwin,  11  Bias.  Stewart,  55  111.  44;  Doane  vs.  Dun- 

60,  for  a  detailed  description  of  this  ham,  79  111.  131 ;  Bailey  vs.  Bensley, 

custom.  87  m.  556;  Lyon  vs.  Culbertson,  83 

•Clarke  vs.   Foes,   7  Bias.   548;  111.  33;  Olderehaw  vs.  Knowles,  4 

Ward  vs.  Voeburgh,  31  Fed.  Rep.  Brad.  63. 

12.    See  also  Home  Ck>.  vs.  Fa- 
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Ohapteb  IV. 

USAGES  OF  STOCKBROEEBS. 

7.  Chnertd  littles  rdati/oe  to  Usages. 
U.  Cases  in  which  Usages  of  Stoohbrohers  held  Binding. 
(a.)  In  the  United  States. 
(5.)  In  England, 
HI.  Cases  in  which  Usages  ha/oe  been  H^'ected. 
(a,)  In  the  United  States, 
{d. )  In  England. 

I.  General  Boles  relative  to  Usages. 

A  rule  of  law  laid  down  in  the  elementary  works  as  being 
well  settled  is,  that  a  contract  should  be  interpreted  in  ac- 
cordance with  the  intention  of  the  parties  thereto,  and  that 
the  "  usage  "  or  "  custom  "  of  any  particular  trade,  occupar 
tion,  business,  or  place,  when  it  is  reasonable,  uniform,  well 
settled,  and  not  in  opposition  to  fixed  rules  of  law  or  in  con- 
travention to  the  express  terms  of  a  contract,  is  deemed  to 
form  a  part  of  the  contract  and  to  enter  into  the  intention 
of  the  parties.^ 

^  Evidence  of  a  custom  of  the  sonable,  certain  and  known  to  its 

London   Stock   Exchange   that   a  members.     Wildy  vs.  Stephenson, 

Broker,  not  disclosing  the  name  of  1  C.  &  E.  3. 

his  principal,  is  personally  liable,  See  Title  "Custom''  in  Ency.  of 
being  conflicting,  the  jury  was  un-  the  Laws  of  England,  vol.  4;  Rob- 
able  to  agree  rs  to  its  existence,  inson  vs.  N.  Y.  and  Texas  S.  S.  Co., 
The  court  charged  that  the  custom  75  App.  Div.  (N.  Y.)  431;  Blake- 
to  be  binding  should  be  a  universal  more  vs.  Hejrman,  6  Fed.  Rep. 
usage  of  the  Stock  Exchange,  rea-  581. 
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There  are  different  kinds  of  customs,  such  as  the  custom 
of  merchants,  lex  mercatoria^  which  is  recognized  by  the 
law  of  the  land  ;  but  the  ^^  usages "  of  which  we  treat  in 
this  chapter  must  be  proved  as  any  other  facts,  and,  when 
proved,  may  be  used  as  presumptive  evidence  to  establish 
the  contract.^  Mr.  Justice  Brett,  in  a  case'  whidi  power- 
fully illustrates  the  connection  between  the  usages  of  trade 
and  the  law,  said  :    ^^  Customs  of  trade,  as  distinguished 

'  Starkie  on  Ev.  455;  Maxted  vs.  O'Donoghoe  vs.  Leggett,  134  N.  Y. 

Paine,  L.  R.  4  Ex.  81;  id.  (2d  case)  40.    A    custom  of  mining    Stock- 

205;  2  Phillips  on  Ev.   (Cowen's,  brokers   to    charge    an    arbitrary 

Hill's,  and  Edward's  notes,  4th  Am.  sum  for  telegrams  was  not  shown 

ed.)  726;  2  Pars,  on  Cont.  (8th  ed.)  to  be  well  established,  certain  and 

535;  1  Greenleaf  on  Ev.  §  292,  294;  uniform  and  known  to  both  par- 

Starkie  on  Ev.  637,  710;  Broom's  ties.    Marye  vs.   Strouse,   5  Fed. 

Leg  Max.  7th  ed.  705  et  seq.;  Walls  Rep.  487. 

vs.  Bailey,  49  N.  Y.  464.  See  also  Particular  trade  usages  or  cus- 
Lawson  on  Usages,  287,  288,  where  toms,  however  extensive  they  may 
the  law  on  this  subject  is  exhaus-  be,  must  be  proven.  And  therefore 
tively  discussed.  an  alleged  usage  of  Brokers  to  re- 
It  has  been  recently  decided  in  quire  a  lender  of  stock,  borrowed  to 
England  that  a  usage  as  to  the  ne-  cover  a  short  sale,  to  put  up  mar- 
gotiability  of  bearer  bonds,  has  been  gins  to  secure  the  seller  against  the 
so  often  proved,  that  it  must  be  now  decline  of  the  stock,  is  not  proved 
noticed  by  the  courts  judicially  and  by  the  mere  opinion  of  the  seller, 
this  although  the  usage  has  been  of  and  of  his  secretary,  that  such  a 
recent  origin.  Edelstein  vs.  Schu-  usage  existed.  Morris  vs.  Jamieson, 
ler,  71  L.  J.  K.  B:  572.  And  see  08N.E.Rep.747.  See  also  Waugh 
observations  of  the  court  as  to  vs.  Seaboard  Bank,  54  N.  Y.  Super, 
judicially  noticing  the  custom  of  ()t.  (22  Jones  &  S.)  283;  Weld  vs. 
caOing  of  "margins.''  Hill  vs.  Barker,  153  Pa.  St.  465;  26  Atl. 
Morris,  21  Mo.  App.  256.  Rep.  239;  The  Innocenta,  10  Ben. 
See  also  Cole  vs.  Skrainka,  37  Mo.  (U.  S.)  410;  Blake  vs.  Stump,  73 
App.  427;  Thomas  vs.  Hooker  Col-  Md.  160;  Overman  vs.  Hoboken 
ville  Steam  Pump  Co.,  28  Mo  App.  City  Bank,  30  N.  J.  L.  61;  Greeley 
563  (trade  usages  need  not  be  an-  vs.  Doran-Wright  Co.,  148  Mass. 
cient,  if  sufficiently  known).  As  to  116;  Kershaw  vs.  Wright,  15  Mass. 
evidence  which  was  held  insufficient  361 . 

to  support  an  alleged  trade  usage  of  '  Robinson  vs.  Mollett,  L.  R.  7 

the  New  York  coffee  market  to  sell  H.  L.  Eng.  h  I.  App.  Cas.  802, 

one  kind  of  coffee  as  another,  see  816. 


412  Stoek-brokers  and  8tock  Exchanges. 

from  other  customs,  are  generally  courses  of  business  in^ 
vented  or  relied  upon  in  order  to  modify  or  evade  some  ap- 
plication which  has  been  laid  down  by  the  courts  of  some 
rule  of  law  to  business,  and  which  application  has  seemed 
irksome  to  some  merchants.  And,  when  some  such  course 
of  business  is  proved  to  exist  in  fact,  and  the  binding  effect 
of  it  is  disputed,  the  question  of  law  seems  to  be  whether  it 
is  in  accordance  with  fundamental  principles  of  right  and 
wrong.  The  mercantile  custom  is  hardly  ever  invoked  but 
when  one  of  the  parties  to  the  dispute  has  not,  in  fact,  had 
his  attention  called  to  the  course  of  business  to  be  enforced 
by  it ;  for  if  his  attention  had,  in  fact,  been  called  to  such 
course  of  business,  his  contract  would  be  specifically  made 
in  accordance  with  it,  and  no  proof  of  it  as  a  custom  would 
be  necessary.  A  stranger  to  a  locality  or  trade  or  market 
is  not  held  to  be  bound  by  the  custom  of  such  locality,  trade, 
or  market  because  be  knows  the  custom,  but  because  he 
has  elected  to  enter  into  transactions  in  a  locality,  trade,  or 
market  wherein  all  who  are  not  strangers  do  know  and  act 
upon  such  custom.  Where  considerable  numbers  of  men  of 
business  carry  on  one  side  of  a  particular  business,  they  are 
apt  to  set  up  a  custom  which  acts  very  much  in  favor  of 
their  side  of  the  business.  So  long  as  they  do  not  infringe 
some  fundamental  principle  of  right  and  wrong,  they  may 
establish  such  a  custom ;  but  if,  on  dispute  before  a  legal 
forum,  it  is  found  that  they  are  endeavoring  to  enforce 
some  rule  of  conduct  which  is  so  entirely  in  favor  of  their 
side  that  it  is  fundamentally  unjust  to  the  other  side,  the 
courts  have  alwavs  determined  that  such  a  custom,  if 
sought  to  be  enforced  against  a  person  in  fact  ignorant 
of  it,  is  unreasonable,  contrary  to  law,  and  void."* 

'  See  Hamilton  vb.  Young,  7  L.  R.  I.  289,  in  which  the  court  after 
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It  will  be  the  object  of  the  present  chapter  to  ascertain 
how  far  these  general  views  and  the  principles  hereafter  set 
forth  have  been  introduced  into  cases  arising  out  of  transac- 
tions between  Stock-brokers  and  their  Clients  ;  and  it  will  be 
seen,  in  the  application  of  these  general  principles  to  the 
facts,  that  the  courts  have  exercised  a  very  wide  range  of 
discretion,  and  that  their  conclusions  have  not  by  any  means 
been  uniform  or  harmonious. 

The  importance  of  allowing  the  introduction  of  usages  of 
Stock-brokers  in  all  cases  arising  out  of  transactions  on  the 
Stock  Exchange  cannot  be  overestimated.  The  business  of 
buying  and  selling  stocks,  although  of  modern  origin,  has 
grown  to  be  one  of  gigantic  magnitude,  employing  yearly 
more  capital,  perhaps,  than  any  other  commercial  pursuit. 

As  the  system  of  conducting  a  transaction  in  stocks  is  ^ 
generis,  the  usages  of  the  business  have  generally  arisen  out 
of  its  necessities,  and  to  fail  to  give  effect  to  them  in  a  litiga- 
tion is  practically  to  determine  it  upon  principles  and  facts 
which  have  no  existence  in  the  original  transaction.  In 
truth,  it  is  entirely  impossible  to  make  out  or  understand 
intelligently  an  ordinary  transaction,  either  of  the  London 
or  the  New  York  Stock  Exchange,  without  the  aid  of  these 
usages.  The  time  required  to  make  a  sale  of  securities  at 
either  of  these  places  is  but  momentary.  It  often  happens 
that  barely  a  half-dozen  words  are  spoken  in  a  transaction : 
a  nod,  the  raising  of  a  hand,  or  other  signs  and  ejaculations, 
are  frequently  used  to  bind  a  buyer  or  seller  to  a  contract 
embracing  thousands  of  shares  of  securities.  One  transac- 
tion is  the  representative  of  thousands.  Very  often  the 
Brokers  make  no  memorandum  of  the  business,  or,  when 

quoting  the  last  two  sentences  of   with  ''this  lucid  exposition  of  the 
the  above  extract,  concurs  entirely  law." 
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one  is  made,  it  is  apt  to  be  of  the  scantiest  character  and 
utterly  decipherless  without  the  explanation  of  persons  ac- 
quainted with  the  course  of  dealing  on  the  Exchange. 
What  actually  transpires  between  the  buying  and  selling 
Brokers  constitutes,  it  may  be,  but  the  framework  of  the 
transaction,  and  an  intelligible,  full,  living  agreement  can 
only  be  made  out  by  a  resort  to  other  evidence,  involving, 
perhaps,  not  only  a  consideration  of  the  rules  of  the  Stock 
Exchange,  but  of  the  unwritten  usages,  so  to  speak,  of  the 
Brokers. 

With  these  preliminary  observations,  we  shall  proceed  to 
state  certain  general  rules  which  have  been  established  by 
the  courts  upon  the  doctrine  of  usage,  together  with  such 
criticisms  upon  them  as  seem  reasonable  and  appropriate. 

First  It  may  be  laid  down  as  a  proposition  well  settled 
in  the  law  that  the  usage  of  a  business  is  never  permitted  to 
make  an  entire  or  new  contract  for  the  parties.  What  usage 
does  is  to  take  a  contract  which  is  deficient  and  incomplete 
in  its  terms  or  expressions,  and  supply  the  omissions ;  and, 
unless  some  contract  is  shown,  evidence  of  usage  or  custom 
is  immaterial.^ 

When  therefore  a  proposed  amended  complaint  sought  to 
base  a  contract  liability  wholly  upon  an  alleged  usage 
amongst  London  bond-dealers  to  protect  their  customer's 
interests,  and  to  expend  money  in  their  behalf,  which  money 
was  refunded  by  the  customers,  a  motion  to  serve  the  com- 
plaint as  so  amended  was  denied.^ 

^TiUey  vs.  County  of  Cook,  103  627;  20  N.  Y.  Supp.  771.    Usages 

U.  S.  Rep.  155;  Lombardo  vs.  Case,  of  Brokers   may  explain,  but  not 

SOHow.Pr.  (N.Y  )  117;  Parsons  vs.  prove,  a    contract.     Goddard    vs. 

Martin, 77 Mass  111;  Smith  vs. Bar-  Gamer,  109  Ala.  98. 
ringer,  37  Minn.  94;  33  N.  W.  Rep.       '  Mimicipal  Inv.Co.  vs.  Industrial 

116;  Dobson  vs.  Kuhula,  66  Hun,  &  Gen.  Trust  Co.,  89  Fed  Rep.  254. 
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Second,  So  the  usage  of  a  business  plays  an  important 
part  in  the  interpretation  of  technical  words  and  phrases  in 
a  contract,  because,  if  language  is  employed  which  is  only 
known  in  a  certain  business,  the  law,  to  enlighten  itself  as  to 
what  is  meant  by  the  contract  between  the  parties,  inyites 
individuals  skilled  in  that  business  to  explain  or  unlock  the 
meaning  of  the  torms  used.  This  branch  of  the  law  is  also 
comparatively  uniform  and  clear.' 

Third.  Another  rule  is  also  well  settled — viz.,  that  a  writ- 
ten and  express  contract  cannot  be  contradicted  or  varied  by 
usage,  i.  e.,  where  the  terms  of  a  contract  are  full  and  com- 
plete and  can  be  deciphered  by  the  courts  without  resort  to 
extrinsic  evidence ;  as  where  A,  of  New  York,  agrees  to 
sell  B,  of  the  same  place,  ten  barrels  of  flour,  each  barrel  to 
weigh  one  hundred  pounds :  here  an  offer  to  show  that  the 
ordinary  barrels  of  flour  known  among  the  flour  trade  of 


*  When  a  customer  buys  bonds  A  "  certification '^  of  a  transfer 

and  does  not  pay  for  them,  and  the  means  that  if  the  seller's  certificate 

holders   of  the  bonds  "continue"  includes  more  shares  than  he  sells, 

them,  it  was  held  that  ''continue''  he  does  not  dehver  it  to  the  buyer, 

was  a  technical  term  of  the  London  but   an   officer   of   the   company, 

Stock  Exchange  and  meant  a  sale  whose  shares  are  being  sold,  or  an 

and  an  agreement  to  repurchase,  officer    of    the    Stock    Exchange, 

Bongiovanni  vs.  Soci^  G^n^rale,  writes  on  the  transfer  "Certificate 

54  L.  T.  320.    This  decision  was  produced  "and  buyers  and  Brokers 

fdlowed  in  In  re  Overweg;  Haas  vs.  act  on  this  as  if  the  original  oertifi- 

Durant,  69  L.  J.  Ch.  255,  where  a  cate   were   produced.     Bishop   vs. 

Broker  who,  on  his  Client's  death,  Balkis  Co.,  25  Q  B.  D.  512.     This 

has  "continued"  instead  of  selling,  "certification"   does   not   warrant 

was  held  liable  to  his  client  as  if  title,  and  does  not  estop  a  company 

there  had  been  an  immediate  sale  at  from  denying  plaintiff's  title  when 

the  price  on  the  canying  over  day.  the  transfer  to  his  vendor  was  in- 

See  also  Bentinck  vs.  London  Joint-  valid.     lb. 

Stock  Bank  (1893),  2  Ch.  120,  and  A  "friendly  loan"  is  a  loan  of 

the  early  English  cases  of  In  re  money  or  stocks  for  business  pur- 

Dennison,  3  Ves.  552:  Andre  vs.  poses.    Sheppard  vs.   Barrett,   42 

Crawford,  1  Br.  P.  C.  366.  Leg.  Int.  (Pa.)  140. 
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New  York  weigh  only  ninety  pounds  could  not  be  received. 
So  that  evidence  of  usage  is  generally  receivable  only  in 
cases  where  the  contract,  whether  written  or  oral,  is  doubt- 
ful, incomplete,  or  deficient,  or  where  technical  terms  or 
phrases  are  to  be  translated.^ 

Fourth.  A  statement  is  frequently  met  with  in  the  ele- 
mentary treatises  and  in  adjudicated  cases,  that  usage,  when 
it  is  not  in  opposition  to  '^  fixed  rules  of  law,"  and  is  not 
unreasonable,  is  deemed  to  form  a  part  of  the  contract,  and 
to  enter  into  the  intentions  of  the  parties  thereto.'    What 

^  When  a  Stock-broker  sold  certain  nental  Co.  vs.  Hilmers,  20  Fed.  Rep. 
shares  of  stock  to  his  customer,  717;  German  Savings  Bank  vs. 
representing  that  he  would  deliver  Renshaw,  28  Atl.  281;  Gilbert  vs. 
the  same,  evidence  of  a  custom  McGinnis,  114  El.  28;  O'Donohue 
amongst  Stock-brokers  to  purchase  vs.  Leggett,  134  N.  Y.  40;  Hecht 
stock  in  their  own  name  and  to  be-  vs.  Ratcheller,  147  Mass.  335;  Silber- 
come  personally  liable  on  the  con-  man  vs.  Clark,  96N.  Y.522;  Bigelow 
tract  is  inadmissible,  when  the  vs.  Legg,  102  N.  Y.  652;  Connell 
Broker  in  fact  had  no  such  shares,  vs.  Averill,  8  App.  Div.  (N.  Y.)  528; 
Wolf  vs.  Campbell,  110  Mo.  114,  Gibney  vs.  Curtis,  61  Md.  192.  And 
and  cases  cited.  See  also  Municipal  the  cases  cited  in  Danforth's  Index- 
Investment  Co.  vs.  Industrial  &  Digest  to  New  York  Supreme  Court 
General  Trust  Co.,  Ltd.,  80  Fed.  cases  under  title,  ''Custom  and 
Rep.  254.  Usage,"  p.  565.     See  also  Hopper 

A  contract  by  a  Broker  to  sell  vs.  Sage,  112  N.  Y.  535,  and  cases 

bonds    and    "past    due''    interest,  cited. 

means,  so  far  as  regards  interest,  '  Starkie  on  £v.  637,  710;  Wil- 

such  interest  as  has  matured,  and  is  liams  vs.  Gulinan,  3  Greenl.  276; 

collectible  on  demand,  and  does  not  Walls  vs.    Bailey,  49  N.  Y.  464. 

include  current  interest,  to  the  date  Hopper  vs.   Sage,   112  N.  Y.  535 

of  sale,  not  yet  due,  and  evidence  of  (seller  of  stock  entitled  to  dividend 

a  custom  of  Brokers  and  bankers  in  declared  at  sale  but  payable  there- 

St.  Louis  that  "past  due"  interest  after,  although  by  the  usage  of  the 

included  current  interest  to  the  time  Stock  Exchange  the  buyer  would  be 

of  sale,  was  properly  excluded,  as  entitled).    Seealso  Ashnervs.Aben- 

the  meaning  of  the  contract  was  heim,  19  App.  Div.  (N.  Y.)  287,  and 

clear.    Coquard  vs.  Bank  of  Kansas  cases  cited;  Britton  vs.  Ferrin,  171 

City,  12  Mo.  App.  261.     See  Cook  N.  Y.  235;  Municipal  Inv.  Co.  vs. 

on  Corporations,  5th  ed.  \  453,  and  Industrial   &  Gen.   Trust   Co.,   89 

cases  cited.    See  also  Transconti-  Fed.Rep.  254;  Gilbert  vs.  McGimus, 
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18  the  meaning,  in  this  connection,  of  the  phrase  '^  fixed 
roles  of  law  1 "  If  by  such  expression  it  is  meant  that  all 
osages  of  business  contrary  to  the  express  prohibitions  of 
statutes  are  void,  the  proposition  can  perhaps  be  easily 
sustained ;  for  no  usage  can,  or  should,  have  the  force  and 
effect  of  a  legislative  enactment.  And  for  the  same  reason 
contracts,  either  express  or  implied,  are  void  if  they  conflict 
with  similar  statutes.  But  there  are  a  great  many  con- 
tracts contrary  to  the  "fixed  rules  of  law"  which  are  valid, 
and  which  are  made  for  the  express  purpose  of  evading  or 
avoiding  the  rules  of  the  law.  For  instance,  it  seems  to  be 
well  settled  in  the  State  of  New  York  that  where  A  pledges 
stock  or  securities  for  the  payment  of  a  loan,  so  that  a 
pledge  is  created,  B,  before  he  can  sell  the  same,  must 
demand  payment,  and,  upon  default,  give  A  reasonable 
notice  of  time  and  place  of  sale.^  This  principle  seems  to 
be  a  "  fixed  rule  of  law ; "  in  fact,  all  the  principles  of  law 
are  "  fixed  rules."  The  fundamental  essence  of  a  law  is  its 
fixity.  Law  is  a  rule,  to  distinguish  it  from  advice  or 
counselj  which  one  is  at  liberty  to  follow  or  not  as  he  sees 
proper ;  it  is  also  a  rule,  to  distinguish  it  from  a  compact  or 
offres/iientj  the  latter  being  nothing  but  a  promise  proceed- 
ing from  us,  whereas  the  law  is  a  command  directed  to  us : 
its  language  is,  ^*  Thou  shalt  or  shalt  not  do  this." '  But 
this  rule,  in  relation  to  a  pledge,  may  be  waived  by  the 
pledgor,  so  that  the  pledgee  may  sell  without  notice.  The 
former  can  make  a  contract  by  which  he  agrees  to  allow  B, 
in  default  of  payment,  to  sell  the  stocks  without  notice  of 

114  HI.  28;  Geyser-Marion  Gold  '  Markham  vb.  Jaudon,  41  N.  Y. 
Mining  Go.  vs.  Stark,  53  L.  R.  A.   235. 

684.  )  Blackstone's  Gom.  (Shanwood's 

ed.)  *  45. 
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any  kind,  at  any  place,  and  such  a  waiver  is  entirely  legal.' 
Here  we  find  a  ^^  fixed  rule  of  law  "  set  aside  at  the  option 
of  the  parties  to  an  agreement.  Can  A,  by  an  implied  con- 
tract, do  that  which  he  can  do  by  an  express  contract  ?  It 
is  just  here  that  the  difficulty  arises  in  the  application  of 
the  doctrine  of  usage  to  contracts.  For  if  a  usage  exist  in 
a  certain  locality,  or  among  a  certain  class  of  merchants  or 
traders,  which  does  not  conflict  with  the  prohibitions  of  a 
statute,  or  which  is  not  contra  honos  moresy  or  contrary  to 
public  policy,  but  which  merely  extends  or  limits  a  principle 
of  commercial  law,  or  a  ^^  fixed  rule  of  law,"  and  parties 
contract  with  a  knowledge  of  the  usage,  why  should  it  not 
be  presumed  that  it  entered  into  their  intentions,  and  that 
they  have  made  it  a  part  of  their  contract  to  the  same 
extent  as  if  they  had  specifically  embodied  it  in  the  instru- 
ment? 

In  Markham  vs.  Jaudon  ^  evidence  was  offered  to  prove 
the  existence  of  a  usage  in  the  city  of  New  York  by  which 
Brokers  have  the  right  to  sell  out  the  Client's  stock  on  the 
exhaustion  of  the  margin,  without  notice  to  the  latter.  The 
appellate  court  held  that  such  evidence  was  legally  rejected 
upon  the  ground  that  it  was  in  hostility  of  the  terms  of  the 
contract.^    If  it  were  so,  unquestionably  the  usage  should 

*  Markham  vs.  Jaudon,  supra.  agreement  entitling  the  Broker  to 

>  41  N.  T.  245.  sell  without  notice. 

*InCovell  vs.  Loud,  135MaB8.41,  It  was   held  by  the  New  York 

this  usage  was  held  illegal  by  the  Court  of  Appeals  in  1886  that  evi- 

trial  court,  and  the  Client  held  en-  dence  could  not  be  admitted  of  a 

titled  to  recover  the  value  of  the  custom  of  Brokers  and  dealers  in 

stock  from  the  Broker,  but  on  ap-  wool,  to  consider  a  sales  note  of 

peal  this  decision  was  reversed  on  wool  a  mere  memorandum,  amount- 

the  ground  that  the  contract  relar  ing  to  a  proposition  which  might  be 

tion  was  not  that  of  pledgor  and  accepted  or  rejected  by  either  side, 

pledgee  but  merely  an  executory  and,  until  rejected  or  accepted  by 
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have  saccumbed  to  the  plain  agreement  of  the  parties.  But 
there  was  no  written  contract  in  the  case,  and  the  con- 
clusion was  based  upon  the  general  principles  of  the  law 
relating  to  the  subject  of  pledges. 

Ordinarily,  of  course,  where  persons  do  not  specifically 
agree  upon  the  terms  of  a  contract,  the  presumption  is  that 
they  contract  with  reference  to  the  existing  law,  and  the  con- 
tract will  be  enforced  according  to  prevailing  principles ;  but 
where  a  usage  exists  with  reference  to  which  parties  are  as- 
sumed to  contract,  why  should  not  this  usage  be  imported 
into  the  contract,  with  the  result  of  varying  the  "  fixed  rules 
of  law,"  to  the  same  extent  as  if  an  express  understanding 
had  been  entered  into  ? 

In  the  case  in  question  it  was  not  disputed  but  that  the 
Client  could  have  waived  his  right  to  demand  notice.  Did 
he  not,  by  entering  into  a  transaction  with  a  Stock-broker, 
adopt  as  part  of  the  business  the  usages  which  prevail 
among  Brokers,  respecting  the  sale  of  securities  held  under 
the  circumstances  there  disclosed  ?  There  were  two  dissent- 
ing opinions  in  that  case,^  which  held  that  such  evidence 
was  admissible,  on  the  ground  that  it  explained  a  doubtful 
contract.     And  it  has  been  directly  decided  in  England  that 


both,  might  be  left  open,  when  the  is  inadmissible.  Cooper  vs.  Sand- 
contract  contained  in  the  sales  note  ford,  4  Yer.  455. 
was  a  binding  one.  When  it  was  of  And  a  custom  of  Produce  Ex- 
such  a  character,  no  usage  could  change  Brokers  to  cancel  contracts, 
control  the  rule  of  law  applicable  to  without  their  principals  being  in 
its  construction.  Bigelow  vs.  Legg,  some  effective  way  substituted,  be- 
102N.Y.  652;6N.E.  Rep.107.  A  ing  contrary  to  established  legal 
custom  of  commission  merchants  in  principles,  is  not  binding  on  the 
New  Orleans  to  charge  more  than  principal,  even  with  his  assent, 
the  legal  rate  of  interest,  being  con-  Kent  vs.  WoodhuU,  55  N.  Y.  Super, 
trary  to  law,  parol  evidence  thereof  Ct.  311. 

'  Grover  and  Woodruff,  JJ. 
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a  usage  of  the  Stock  Exchange  to  close  an  account  before 
the  account-day,  where  the  Client  becomes  insolvent,  should 
be  upheld  as  a  reasonable  and  just  usage ;  ^  although  it  must 
be  confessed  that  this  case  is  weakened  by  the  intimations 
of  the  court  that,  if  the  account  is  summarily  closed  before 
the  account-day,  the  Broker  is  liable  to  indemnify  the  Client 
if  the  market  changes  in  favor  of  the  latter  on  the  last- 
named  day.*  As  we  have  said,  a  fixed  principle  or  rule  of 
law  may  be  expressly  waived.  So,  even  in  cases  where  the 
legislature  has  regulated  the  law  of  a  certain  subject  by 
statute,  parties  may  contract  to  avoid  its  effect,  and  such 
contracts  are  perfectly  legal.  Many  statutory  provisions 
are  merely  declaratory  of  the  common  law,  and  are  made 
to  govern  cases  where  parties  have  not  entered  into  any 
agreement  in  reference  thereto. 

For  instance,  if  an  act  of  the  legislature  of  a  state  specif- 
ically allows  three  days'  grace  on  negotiable  instruments 
(and  we  use  this  illustration  because  it  is  made  in  the  case 
in  Markham  vs.  Jaudon'  by  the  learned  judge  who  de- 
livered the  opinion  of  the  court),  a  promissory  note  which 
should,  on  its  face,  state  that  it  was  to  be  without  days  of 
grace  would  be  perfectly  valid,  because  the  party  had  chosen 
to  waive  the  benefits  of  the  existing  law.  And  if  there 
exist  a  known  usage  among  the  merchants  of  a  certain  place 
to  allow  no  days  of  grace,  would  not  such  a  usage  bind  a 
person  who  executed  a  note  and  made  it  payable  at  such 
place  2    Would  be  not  be  presumed  to  have  made  the  in- 


*  Lacey    vs.    Hill    (Scrimgeour's  '  But   see  Golket   vs.    Ellis,    10 

aaim),  L.  R.  8  Ch.  App.  921.    See  Phila.  (Pa.)  375;  s.  c.  32  Leg.  Int. 

EUis  vs.  Pond,  67  L.J.  Q.  B.345;  (Pa.)  82;  Corbett  vs.  Underwood,  88 

Michael  vs.  Hart,  70  L.  J.  K.  B.  HI.  324. 

1000.  ■  41  N.  Y.  236. 
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Btnunent  with  express  reference  to  such  usage  ?  The  courts 
of  Pennsylvania  and  California  say  that  he  would. ^ 

So  a  custom  on  the  part  of  all  the  banks  of  a  particular 
place  to  demand  payment  and  give  notice  to  endorsers  of 
negotiable  paper  on  the  fourth  day  of  grace  is  binding  on 
an  endorser  if  known  to  him.'  And  the  reasoning  of  the 
Supreme  Court  of  the  United  States  shows  the  fallacy  of 
the  urgument  used  in  the  case  of  Markham  vs.  Jaudon  to 
reject  the  usage  there  sought  to  be  upheld.  And  the  gen- 
eral principles  of  law  relating  to  the  time  and  place  of  de- 
mand and  notice  in  the  case  of  notes  and  bills  may  be 
overruled  by  usage.* 

The  Supreme  Court  of  the  United  States,  in  Barnard  vs. 
Kellogg/  decided  a  question  which  strongly  illustrates  the 
general  subject.  There  it  was  held  that  the  well-known 
rule  of  caveat  emptor  coxAA  not  be  affected  by  a  local  custom 
by  which  the  seller  was  made  to  warrant  the  quality  of  the 
goods;  but  the  learned  judge  who  delivered  the  judgment 
of  the  court,  in  concluding  his  opinion,  laid  great  stress  upon 
the  fact  that  it  appeared  the  parties  had  no  knowledge  of 
the  custom  invoked. 

A  still  further  and  more  ambiguous  limitation  of  the 
doctrine  of  usages,  in  their  influence  upon  contracts,  was 
made  by  Mr.  Justice  Brett,  in  the  case  of  Bobinson  vs.  Mol- 
lett,*^  where  he  said :  "  So  long  as  they  do  not  infringe  some 

'LawBon  vs.  Richards,  6  Phila.  Bowen  vs.  Newell,  4  Seld.  190;  3 

(Pa.)  179;  Champion  vs.  Gordon,  70  Kern.  290«  where  the  usage  of  the 

Pa.  St.  476;  Mintum  vs.  Fisher,  4  banks   of  Connecticut,   to   regard 

Cal.  35.  checks  payable  after  date  as  not 

'  Renner  vs.  Bank  of  Columbia,  9  entitled  to  days  of  grace,  was  held 

Wheat.  582.  admissible. 

"  See  article  "The  Power  rf  Usage  *  10  WaD.  383. 

and  Custom,''  by  John  D.  Lawson,  *  L.  R.  7  H.  L.  Eng.  &  I.  App.  Cas. 

Esq.,  7  South.  L.  Rev.  43;  see  also  802,  816;  see  also  Tilley  vs.  County 
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fundamental  principle  of  right  and  wrong,  they  may  estab- 
lish such  a  custom,"  but  that  ^^  customs  fundamently  unjust, 
if  sought  to  be  enforced  against  persons  ignorant  of  them, 
are  void." 

In  that  case  a  usage  was  attempted  to  be  introduced  which 
allowed  a  Broker,  commissioned  to  purchase  certain  mer- 
chandise for  his  principal,  to  become  himself  the  purchaser. 
The  order  to  purchase  was  given  by  a  Liverpool  merchant 
to  a  London  tallow-broker,  and  the  usage  pertained  to  the 
London  tallow  market ;  but  the  principal  was  not  shown  to 
have  had  any  knowledge  of  the  usage ;  and  upon  the  ground 
of  the  principal's  ignorance  of  the  same  it  was  rejected.  The 
learned  judges  who  delivered  opinions  in  the  case  did  not 
pass  upon  the  question  as  to  the  influence  of  such  a  usage 
upon  a  contract  made  by  persons  having  knowledge  thereof ; 
but  it  is  not  difGLcult  to  perceive  that,  if  such  knowledge  had 
been  shown,  the  case  would  have  been  differently  deter- 
mined.^ 

Without  pursuing  the  subject  further,  it  seems  to  us  that 
harmony  can  only  be  reached  in  this  branch  of  the  law  by 
keeping  in  constant  view  the  distinction  between  contracts 
void  in  law  and  those  which  are  valid. 

In  the  former  class,  whether  the  contracts  are  void  be- 
cause made  so  by  statute,  or  are  against  public  policy,  the 
law  will  not  enforce  them.    In  the  latter  class,  embracing 

of  Cook,  103  U.  S.  Rep.  161,  where  jected,  on  the  ground  that  it  worked 
the  court  say  that  absurd  and  unrea-  a  complete  change  in  the  nature  of 
aonable  customs  are  not  binding.  the  principal's  rights  and  obliga- 
*  The  case  of  Robinson  vs.  Mollet,  tions,  and  such  change  could  not  be 
supra,  was  followed  in  Irwin  vs.  made  without  his  assent,  which 
WiUiar,  110  U.  S.  499,  where  proof  could  be  only  implied  from  knowl- 
of  a  similar  custom  amongst  Balti-  edge  of  the  custom.  See  also  Ham- 
more  commission  merchants  was  re-  ilton  vs.  Young,  L.  R.  7  Ir.  289. 
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aU  contracts  not  included  in  the  former,  agreements  will  be 
enforced,  although  they  contravene  fixed  rules  of  the  law 
merchant,  or  common  law,  and  frequently  statutory  pro- 
visions. 

As  usage  is  considered  a  portion  of  the  contract  between 
the  parties,  it  would  seem  to  follow  logically  that  it  should 
be  sustained  in  every  instance  where  an  express  contract  is 
upheld,  providing,  of  course,  the  evidence  is  sufficient  to 
show  that  the  parties  had  knowledge  of  such  usage. 

In  fine,  whenever  an  express  contract  is  valid,  a  known 
usage,  which  is  but  another  way  of  proving  what  the  parties 
intended  and  agreed  upon,  should  be  declared  equally  so.^ 
There  is  one  answer  which  may  be  made  to  this  conclusion 
— viz.,  that  "  public  policy  "  requires,  where  parties  assume 
obligations  which  the  law  does  not  impose,  or  release  obliga- 
tions which  it  does  impose,  it  should  be  done  by  expreM 
contract. 

This  view  was  advanced  by  Chapman,  J.,  in  a  case  where  a 
usage  was  set  up  that  certain  goods  were  always  sold  with  a 
warranty,  where  the  law  implied  none.'  The  learned  judge 
said :  "...  If  the  parties  agree  that  there  shall  be  a  war- 
ranty where  the  law  implies  none,  they  can  insert  the  war- 
ranty in  the  bill  of  sale ;  or  if  the  manufacturer  sells  with- 
out warranty,  he  can  so  express  it.  But  if  such  usages  were 
to  prevail,  they  would  be  productive  of  misunderstanding, 
litigation,  and  frequent  injustice,  and  would  be  deeply  in- 
jurious to  the  interests  of  trade  and  commerce.  They  would 
make  it  necessary  to  prove  the  law  of  the  case  by  witnesses 

*  These  views,  since  they  were  Lawson,  Esq.,  of  the  Missouri  Bar, 
written,  have  received  a  powerful  7  South.  L.  Rev.  (n.  s.)  1;  6  id.  845; 
endorsement  from  two  elaborate  see  also  Colket  vs.  £31is,  10  Phila. 
and  able  articles  on  the  "Power  of  (Pa.)  375;  s.  c.  32  Leg.  Int.  (Pa.)  82. 
Usage  and  Custom,"  by  John  D.       '  Dickinson  vs.  Gray,  89  Mass.  29. 
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on  the  stand,  and  it  would  be  settled  by  the  jury  in  each 
particular  case ; "  and  he  concludes  that "  public  policy  "  re- 
quires that  such  usages  should  be  expressly  incorporated  in 
contracts. 

The  exclusion  of  usage  on  the  ground  of  '^  public  pol- 
icy" invokes  an  argument  which  we  have  not  discovered 
in  many  cases ;  and,  if  it  were  well-founded,  it  would  re- 
quire the  rejection  of  all  usages,  because  it  would  apply  to 
all  with  the  same  force  that  it  did  to  the  one  set  up  in  the 
case  in  question.  And  this  mere  statement  would  seem  to 
be  all  the  answer  which  such  an  argument  requires.  There 
is  another  complete  answer,  however — ^viz.,  that  a  large  num- 
ber of  the  many  contracts  which  come  before  the  courts  are 
proved  by  parol ;  and  there  is  no  more  practical  difficulty  in 
proving  usages,  which  are  but  portions  of  contracts,  than 
there  is  in  proving  any  other  terms  or  stipulations  expressly 
agreed  upon  by  the  verbal  utterances  of  parties. 

Wifth.  The  rule  has  been  established,  in  a  large  number 
of  cases,  that  where  one  employs  a  Broker  he  is  presumed 
to  authorize  him  to  deal  with  reference  to  the  custom  of 
Brokers ;  and  that  a  Stock-broker,  in  the  execution  of  his 
orders,  has  an  implied  authority  to  follow  the  rules  and 
usages  of  the  Stock  Exchange.^ 

^  Sutton  vs.  Tatham,  10  Ad.  &  E.  Russell,  29  L.  J.  Q.  B.  279;  Lacey 

27;  Pollock  vs.  Stables,  12  Q.B.  765;  vs.  HQl,  L.  R.  8  Ch.  App.  921 ;  Coles 

Mitchell  vs.  Newhall,  15  M.  &  W.  vs.  Bristowe,  L.  R.  4  C.  P.  36;  Cruse 

308;  Smith  vs.  Lindo,  5  C.  B.  (n.  s.)  vs.  Paine,  L.  R.  4  Ch.  App.  441; 

587;  Mortimer  vs.  McCallan,  6  M.  &  Johnson  vs.  Osbome,  11  A.  &  E. 

W.  58-61;  Magee  vs.  Atkinson,  2  id.  549;  Maxted  vs.  Paine,  L.  R.  4  Ex. 

440;Lloydv8.  Gilbert,  25  L.J.  Q.B.  81;  id.   (2d  action)   205;  notes  to 

74;  Nickalls  vs.  Merry,  L.  R.  7  Eng.  Wigglesworth  vs.  Da!lison,  1  Sm.  L. 

&  I.  App.  Caa.  530:  Bayliffe  vs.  But-  C.  843-857  r6th  ed.);  Stewart  vs. 

terworth,    1  Ex.  425;    Higgins  vs.  Cauty,  8  M.  &  W.  160;  Robinson  vs. 

Senior,  8  M.  &  W.  834;  Stray  vs.  Mollett,  L.  R.  7  H.  L.  Eng.  &  I. 
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In  England  this  rule  was  first  clearly  laid  down  in  the 
ease  of  Sutton  vs.  Tatham,^  where  Lord  Denman  said :  ^'  I 
think  a  person  employing  one  who  is  notoriously  a  Broker 
must  be  taken  to  authorize  his  acting  in  accordance  with 
the  rules  of  the  Stock  Exchange." 

This  rule  was  recently  reiterated  in  the  Honse  of  Lords 
by  Mr.  Justice  Cleasby  in  Bobinson  vs.  MoUett,^  and  lim- 

App.  Cas.  802-826;  Westropp  vs.  (per  Denman,  J.),  in  which  case  the 
Solomon,  8  C.  B.  345;  Hodgkinson  principal  was  a  dealer  in  stocks,  al- 
VB.  Kelly,  L.  R.  6  Eq.  501 ;  Adams  though  not  a  member  of  the  Stock 
vs.  Peters,  2  C.  <fe  K.  723;  Marten  vs.  Exchange,  and  he  knew  well  the 
Gibbon,  33  L.  T.  (n.  s.)  561 ;  Nourse  rule,  and  that  it  would  be  relied  on 
vs.  Prime,  4  Johns.  Ch.  490;  s.  c.  7  by  the  broker  with  whom  the  princi- 
id.  69;  Horton  vs.  Morgan,  19  N.  Y.  pal  dealt.  But  it  was  held  in 
170;  Lawrence  vs.  Maxwell,  53  id.  Blackburn  vs.  Mason,  68  L.  T.  510, 
19;  Whitehouse  vs.  Moore,  13  Ab.  that  the  customer  b  not  bound  by 
Pr.  142;  overruled  on  other  points,  an  imreasonable  custom  unless 
White  vs.  Baxter,  9  J.  &  S.  (N.  Y.)  known  to  him,  and  he  agreed  to  be 
358;  a£f'd  71  N.  Y.  254;  Kingsbury  bound  by  it. 
vs.  Kirwin,  IIJ.  &  S.  (N.  Y.)  451;  It  was  held  by  the  Privy  Council 
aff'd  77  N.  Y.  612;  Walls  v.  Bailey,  in  Forget  vs.  Baxter,  69  L.  J.  P.  C. 
49  id.  464,  473;  Rosenstock  vs.  101,  that  when  one  employs  a 
Tormey,  32  Md.  169;  Sumner  vs.  Broker  to  do  business  on  the  Stock 
Stewart,  69  Pa.  St.  321 ;  Durant  vs.  Exchange,  he  should,  in  the  absence 
Burt,  98  Mass.  161.  See  also  cases  of  contrary  evidence,  be  taken  to 
cited  in  Chapter  X.,  where  the  have  employed  the  Broker  on  the 
question  as  to  liability  for  caUs  is  terms  of  the  Stock  Exchange.  And 
discussed.  if  in  accordance  with  the  practice 

>  10  Ad.  <&  E.  27.  of  the  Stock  Exchange,  the  Broker 

'L.  R.  7  H.  L.  Eng.  &  I.  App.  receives  a  check  for  the  price  of 
Cas.  802-806.  shares  payable  to  himself  which  he 

When  an  outside  principal  em-  deposits  in  his  own  bank,  the  latter 
ploys  a  member  of  the  Stock  Ex-  is  not  liable  to  repay  the  amoimt 
change  to  sell  shares  subject  to  its  thereof  on  the  Broker's  insolvency, 
rules,  he  is  bound  by  these  rules  unless  it  has  knowledge  of  the  fraud- 
unless  they  are  illegal  or  unreason-  ulent  conduct  of  the  Broker  whose 
able  or  not  known  to  him,  Harker  account  at  the  time  was  overdrawn 
vs.  Edwards,  57  L.  J.  Q.  B.  147,  and  to  an  amount  larger  than  the  de- 
even  if  the  rule  be  unreasonable,  he  posit,  and  who  absconded  a  few 
is  bound  by  it,  if  it  is  known  to  him.  days  subsequently.  Thomson  vs. 
Smith  vs.  Reynolds,  66  L.  T.  808   Bank  (1893),  App.  Cas.  282. 
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ited  in  certain  particulars  which  are  important  to  notice : 
^'  I  quite  agree  that  by  employing  the  Broker,  who  acta 
upon  a  particular  market,  you  authorize  him  to  make  con- 
tracts upon  all  such  terms  as  are  usual  upon  the  market, 
otherwise  his  hands  would  be  tied,  and  he  might  not  be  able 
to  contract  at  all.  Therefore^  as  regards  all  such  matters  as 
the  time  and  mode  of  payment^  the  tims  and  mode  ofdelwery^ 
the  various  allowances  to  he  m^ide,  the  mode  of  adjusting  dis- 
putes as  to  quality y  and  all  such  moMers  as  arise  upon  the  can- 
tract  made  in  the  market,  the  principal  would  be  bound  by  the 
usage ;  but  not,  I  apprehend,  because  he  must  be  supposed 
to  have  made  inquiries  and  to  have  known  them,  but  for 
the  reason  given  by  Mr.  Justice  WiUes — ^because  they  were 
within  the  authority  conferred  upon  his  agent." 
The  rule  has  also  received  judicial  sanction  in  Davis  & 

When  the  customers  knew  that  tinentalGo.VB.Hilmer8,20Fed.Rep. 
their  Connecticut  Brokers  would  717,  as  such  a  use  would  be  incon- 
deal  with  New  York  Brokers,  they  sistent  with  the  contract  of  pledge, 
authorized  a  course  of  dealing  in  and  no  evidence  of  usage  is  admissi- 
accordance  with  the  usage  of  both  ble  which  would  destroy  the  oon- 
stock  markets,  viz.,  that  their  tract.  See  also  Perin  vs.  Parker, 
Brokers  might  repledge  securities  126  111.  207  (as  to  usages  of  Chicago 
which  they  carried  on  a  margin.  Board  of  Trade);  Denton  vs.  Jack- 
Skiff  vs.  Stoddard,  63  Conn.  198;  21  son,  106  111.  433. 
L.  R.  A.  102.  When  one  employs  When  a  principal  sends  an  order 
another  to  deal  in  a  particular  mar-  to  a  Broker  doing  business  in  an 
ket,  he  will  be  held  as  intending  that  established  market  or  trade,  for  a 
the  mode  of  performance  should  transaction  in  that  trade,  he  there- 
be  in  accordance  with  the  usages  by  confers  upon  the  Broker  author- 
of  the  market.  Id.  See  also  ity  to  deal  according  to  any  well- 
Smith  vs.  Pryor,  7  N.  Y.  Supp.  662;  settled  usage  in  such  trade  or  mar- 
BaUey  vs.  Bensley,  87  HI.  556;  Van  ket.  Bibb  vs.  Allen,  149  U.  S.  489; 
Dusen  vs.  Jungeblut,  75  Minn.  298.  see  also  Clews  vs.  Jamieson,  182  U. 
But  the  Broker  cannot  so  pledge  S.  461,  where  the  rules  and  usages 
securities  deposited  with  him  that  of  the  Chicago  Stock  Exchange  are 
they  cannot  be  restored  to  the  fully  considered.  In  that  case  the 
owner  on  repayment  of  latter's  in-  plaintiff,  acting;  through  a  firm  of 
debtedness,     Oregon  &  Transcon-  Chicago  Stock-brokers  and  the  de- 
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Co.  vs.  Howard,^  where  it  was  held  that  a  usage  of  the 
London  Stock  Exchange  that  all  contracts  for  carrying 
over  are  made  subject  to  the  differences  being  paid  on  pay- 
day, and  failing  payment  on  pay-day,  a  Broker  has  a  right, 
in  the  absence  of  cover  and  collateral  security,  to  close 
his  principal's  account,  provided  he  has  sent  the  account 
showing  the  balance  due  by  the  customer,  to  the  latter,  at 
least  on  the  evening  before  pay-day,  was  reasonable.  The 
court  said  ^Hhat  although  this  specific  usage  had  not  been 
decided  to  be  valid,  the  principle  upon  which  it  rested  had 
been  recognized  in  decided  cases,  and  that  principle  was 
the  right  of  the  Broker  to  protect  himself  in  consequence 
of  the  peculiar  position  in  which  he  is  placed  owing  to 
the  nature  of  the  business  which  he  transacts  for  his 
principal." 
In  the  United  States  this  rule  seems  to  have  been  first 

fendants,  also  Chicago  Stock-bro-  of  that  market,  whether  known  to 
kers,  admitted  that  the  transactions  him  or  not,  even  although  he  did  not 
were  under  the  rules  of  the  Chicago  instruct  his  Brokers  to  buy  in  the 
Stock  Exchange,  and  it  was  held  New  York  market,  when  he  subse- 
that  although  such  rules  provided  a  quently  agreed  to  pay  for  the  shares, 
remedy  for  their  violation,  they  did  Evidence  of  the  custom  of  bank- 
not  assume  to  provide  a  remedy  to  ers  and  Brokers  in  St.  Louis  is  not 
the  exclusion  of  the  jurisdiction  of  admissible,  when  there  is  no  ofifer  to 
the  courts.  If  they  did,  they  could  show  that  the  principal,  who  lived  in 
not  be  enforced.  The  statute  or-  Kansas  City,  knew  of  the  custom, 
ganizing  the  New  York  Cotton  Ex-  and  contracted  in  St.  Louis  with 
change,  and  its  rules,  are  admissible  reference  to  it.  If  the  contract  was 
in  evidence  when  the  principal  knew  made  in  Kansas  City,  evidence  of 
that  his  Broker  would  act  in  accord-  the  St.  Louis  custom  would  be  in- 
ance  therewith.  Bibb  vs.  Allen,  competent.  Coquard  vs.  Bank  of 
149  U.  S.  481.  Kansas  fcity,  12  Mo.  App.  261. 

In  Taylor  vs.  Bailey,  48  N.  E.  The  rules  of  the  Chicago  Board  of 

Rep.  200,  it  was  held  that  where  a  Trade  are  admissible  in  evidence 

customer  employed  Brokers  to  pur-  when    known    to    the    customer, 

chase    stock    for    him,    and    they  Hansen  vs.  Boyd,  161  U.  S.  397. 

bought  on  the  New  York  Stock  Ex-  ^  24  Q.  B.  Div.  691. 
change,  he  is  bound  by  the  usages 
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applied  in  the  case  of  Nourse  vs.  Prime,^  deoided  by  the 
Court  of  Chancery  of  the  State  of  New  Tork,^in  the  year 
1820,  where  it  was  held  that  Stock-brokers  purchasing 
stocks  for  their  Clients,  and  holding  them  as  collateral  se- 
curity for  the  repayment  of  the  purchase-money,  need  not 
keep  on  hand  the  identical  shares  purchased,  but  that  the 
usages  of  Brokers,  which  impliedly  become  a  part  of  the 
contract,  authorize  them  to  use  such  stocks  in  their  busi- 
ness, keeping  on  hand  an  equal  number  of  similar  shares 
ready  for  delivery  to  their  Clients. 

But  although  a  Client  may  be  presumed  to  have  con- 
sented that  a  transaction  be  conducted  according  to  the  cus- 
tom of  Brokers,  the  Client  is  entitled  also  to  presume  that 
the  Broker  or  his  agent  will  not  act  contrary  to  the  custom, 
and  therefore  if  a  Broker's  agent  receives  an  order  forbid- 
den by  the  rules  of  the  Exchanges,  the  Broker  cannot  repu- 
diate his  agent's  act.^ 

Sixth.  And  the  general  rule  last  stated  does  not  relate 
solely  to  dealings  between  Brokers  and  their  Clients ;  but 
it  applies  to  dealings  between  themselves,  and  they  are  pre- 
sumed to  know  the  usages  of  their  own  business.^ 


M  Johns.  Ch.  490;  7  id.  69.  Exchange  are  binding  upon  its 
>  Newman  vs.  Lee,  84  N.  Y.  Supp.  members,  and  its  constitution  and 
106.  See  also  Caswell  vs.  Putnam,  by-laws  become  part  of  their  cocf 
120  N.  Y.  153;  Douglas  vs.  Carpen-  tracts  with  each  other  (Peabody  vs. 
ter,  17  A.  D.  (N.  Y.)  329;  Whitlock  Speyers,  56  X.  Y.  230). 
vs.  Seaboard  National  Bank,  29  The  rules  of  the  New  York  Stock 
Misc.  84;  Harding  vs.  Field.  1  App.  Exchange  are  also  binding  upon  its 
Div.  (N.  Y.)  391;  Hubbell  vs.  members,  when  not  in  conflict  with 
Drexel,  11  Fed.  Rep.  115.  the  law  of  the  land.  White  vs. 
» Durant  vs.  Burt,  98  Mass.  161 ;  Brownell,  2  Daly,  329,  followed  in 
Colket  vs.  Ellis,  10  Phila.  375,  s.  c.  Hutchinson  vs.  Lawrence,  67  How. 
32  Leg.  Int.  (Pa.)  82;  Hoffman  vs.  Prac.  38,  and  Haight  vs.  Dicker- 
Livingston,  14  J.  &  S.  (N.  Y.)  552.  man,  18  N.  Y.  Supp.  559,  63  Hun, 
So  the  rules  of  the  New  York  Gold  632.    But  a  seat  cannot  be  sold  to 
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From  the  cases  cited  under  the  two  general  rules  last 
mentioned,  it  appears  that  the  Client  is  bound,  whether  he 
knows  the  usage  or  not ;  and  here  we  find  a  decided  excep- 
tion to  the  general  rule,  which  requires  that  one  can  only 
be  bound  by  a  usage  of  which  he  is  shown  to  have  knowl- 
edge.^ By  employing  a  rllember  of  the  Stock  Exchange  to 
transact  business,  one  must  necessarily  give  him  the  means 
to  carry  it  through,  which  can  only  be  done  by  making  the 
transaction  in  accordance  with  the  course  of  business  there 
prevailing,  founded  upon  the  rules  and  usages  of  the  Ex- 
change; and  hence  such  a  person  cannot  avail  himself  of 
his  supposed  ignorance  of  the  mode  of  dealing  there  pre- 
vailing.' 

pay  debts  not  coming  within  the  Strouse,  5  Fed.  Rep.  483,  that  a 

scope   of  the   rules.     Cochran   vs.  custom  of  mining  stock  Brokers  to 

Adams,  180  Pa.  289.     A  rule  as  to  charge  the  full  cost  of  a  telegram  to 

notice    must    be    obeyed    strictly,  each  customer,   although  a  dozen 

Williamson  vs.  Ellis,  12  Phila.  338.  customers'  orders  might  be  included 

But  a  usage  of  the  New  York  Pe-  in  the  one  telegram,  was  unreason- 

troleum    Exchange    to    settle    all  able,  and  did  not  bind  the  customer 

transactions  between  members  at  unless  he  had  knowledge  of  it. 

2: 15  P.  M.  the  next  day,  does  not  '  See  particularly,  on  this  point, 

apply  to  a  principal,  a  non-member,  remarks  of  Pollock,  C.  B.,  in  Mitch- 

who  instructed  a  member  to  buy  oil  ell  vs.  Newhall,  15  M    &  W.  308 

for  him  on   margin.     Greeley   vs.  Pollock  vs.  Stables,  12  Q.  B.  765 

Doran- Wright  Co.,  18  N.  E.  Rep.  Bayliffe  vs.  Butterworth,  1  Ex.  425 

878.  and  see  also  Maxted  vs.  Paine,  L.  R. 

» See  also  Scott  vs.  Godfrey,  70  L.  4  Ex.  (2d  action)  id.  203.  As  to  its 
J.  K.  B.  954.  When  one  deals  in  a  being  unnecessary  to  set  up  in  a 
particular  market,  he  will  be  pre-  pleading  against  a  client  that  he 
sumed  to  deal  in  accordance  with  had  knowledge  of  the  existence  of 
its  usages,  whether  he  knows  of  the  usages  of  Brokers,  see  White- 
them  or  not.  Samuels  vs.  Oliver,  house  vs.  Moore,  13  Ab.  (N.  Y.)  Pr. 
130  HI.  73.  So  also  one  who  em-  142.  The  general  doctrine,  how- 
ploys  a  board  of  t^ade  Broker  is  ever  of  this  case,  while  perhaps 
bound  by  a  custom  of  the  board  al-  overruled  by  Stenton  vs.  Jerome,  54 
though  ignorant  of  it.  Curtis  vs,  N.  Y.  480,  is  not  afTected  in  the 
Wright,  40111.  App.  491.  above  respect.     See  also  Miller  vs. 

But   it  was  held  in   Marye  vs.  Insurance  Co.,  1  Ab.  New  Cas.  470. 
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There  may  arise  cases  in  which  the  courts  will  not  apply 
the  two  general  rules  which  we  have  just  laid  down,  with- 
out  some  evidence  that  the  party  sought  to  be  affected  by 
the  usages  bad  knowledge  of  them ;  but  they  may  confine 
their  application  to  the  cases  embraced  in  the  remarks  of 
Mr.  Justice  Brett  in  Robinson  vs.*  Mollett,  heretofore  cited. 

Seventh.  The  proof  that  a  party  to  a  contract  had  knowl- 
edge of  a  usage  need  not  be  direct.  It  may  be  proved,  like 
any  other  fact  of  this  description,  by  presumptive  evidence; 
by  the  circumstances  surrounding  the  transaction.^  In  Stew- 
art vs.  Cauty  *  the  rules  of  the  Liverpool  Stock  Exchange 
were  admitted  in  evidence  as  the  best  means  of  showing 
what  was  the  understanding  of  the  parties  in  the  contract 
in  question  by  "  reasonable  time  "  for  its  completion. 

Eighth.  The  usages  of  a  particular  Broker,  firm,  or  busi- 
ness may  also  be  introduced  to  interpret  or  govern  a  contract 
when  they  are  known  to  the  party  sought  to  be  charged 
with  the  same.^  In  Baker  vs.  Drake*  the  plaintiff  employed 
defendants  to  purchase  stocl^  for  him  upon   margin,  he 

The  fact  that  a  special  settling  '  Stewart  vs.  Cauty,  8  M.  &  W. 

day  (under  a  rule  of  the  London  160.     To  charge  any  person,  how 

Stock  Exchange)  was  fraudulently  ever,  with  a  custom  confined  to  any 

obtained,  will  not  affect  a  sale  of  particular  house  in  any  particular 

shares  of  a  new  company,  so  far  as  trade,  it  must  be  shown  that  he  had 

regards  members  not  concerned  in  express    knowledge    of    the    same 

the  fraud.     Ex  parte  Ward,  51  L.  J.  (Moore  vs.  Voughton,  1  Stark.  487; 

Ch.  752.     The  rules  of  the  London  Scott  vs.  Irving,  1  B.  &  Ad.  605; 

Stock  Exchange  are  imported  into  Stewart  vs.  Aberdein,  4  M.  &  W. 

all  contracts  made  by  its  members.  211). 

Ex  parte  Ward,  52  L.  J.  Ch.  73.  'Supra. 

See  Loring  vs.  Davis,  32  Ch.  Div.  ■  Baker  vs.  Drake,  66  N.  Y.  518; 

625.  Loring  vs.  Gumey,  22  Mass.  15;  see 

Board  of  trade  usages  are  bind-  also  cases  cited  under  Rule  VII.  in 

ing  whether  known  to  the  customer  note, 

or  not.     Pardridge  vs.  Cutler,  68  *  66  N.  Y.  518. 
111.  App   569. 
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agreeing,  in  writing,  that  all  the  transactions  should  be  in 
every  way  subject  to  the  usages  of  defendant's  office.  In  an 
action  for  st  conversion  by  an  alleged  sale  without  notice  of 
stocks  purchased,  defendants  offered  to  prove  that  it  was 
the  custom  of  their  office  to  sell  on  account  of  failure  to 
furnish  sufficient  margin  at  the  Stock  Exchange  without 
giving  notice  to  the  Client  of  the  time  and  place  of  sale. 
This  offer  was  rejected,  and  the  appellate  court  held  that 
such  rejection  was  error.  The  court,  in  the  prevailing  opin- 
ion (there  being  three  out  of  the  seven  judges  who  dissented), 
expressly  adhered  to  the  decision  in  Markham  vs.  Jaudon,^ 
that  oral  proof  of  the  usage  of  Brokers  in  such  cases  is 
not  admissible  to  add  to  or  make  part  of  the  contract ;  but 
held  that  inasmuch  as  the  paper  had  been  admitted  in  the 
case  without  objection,  by  which  the  Client  agreed  that  all 
transactions  in  stocks  should  be  in  every  way  subject  to  the 
usages  of  the  defendant's  office,  such  paper  must  be  construed, 
and  that  parol  proof  was  admissible  to  explain  what  those 
usages  were ;  and  that  if  parol  proof  should  show  that  it 
was  a  usage  of  the  defendant's  office  for  want  of  a  margin 
to  sell  stocks  in  pledge  at  the  public  Board  of  Brokers,  with- 
out notice  to  the  pledgor  of  the  time  or  place  of  sale,  such 
proof  tended  to  establish  an  agreement  to  that  effect,  and 
that  such  an  agreement  would  not  contravene  any  statute 
nor  infringe  upon  public  policy.^ 

» 41  N.  Y.  236.  fold,  31  App.  Div.   (N.  Y.)  228. 

'  See  also,  in  this  connection,  Col-  And  a  Stock-broker  is  liable  to  a 

ket  vs.  Ellis,  10  Phila.  (Pa.)  375;  corporation  when  he  witnesses  a 

8.  c.  32  Leg.  Int.  82.     The  habitual  power  of  attorney  to  transfer  its 

course  of  dealings  between  the  par-  *  bonds,  under  a  custom  of  railway 

ties  may  be  shown  as  justifying  a  transfer  offices  in  New  York  City  to 

cotton  Broker  to  make  a  sale  with-  accept  such  witnessing  as  a  guar- 

put   notice.    Robinson   vs.    Craw-  anty  of  identity.    Jennie  Clarkson 
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Ninth.  On  the  other  hand,  a  Broker  cannot  bind  his 
Olient  without  his  express  agreement  by  transacting  busi- 
ness, committed  to  him,  in  any  other  than  the  ordinary  and 
customary  method.^ 

Tenth.  Although  it  is  in  general  the  province  of  a  court 
to  construe  a  vyritten  instrument,  the  construction  of  a  par- 
ticular mercantile  expression  therein  is  for  the  jury.' 

Eleventh.  In  respect  to  proving  a  commercial  usage,  it 
has  been  held  that  one  witness  is  sufficient  to  establish  the 
same,  if  his  means  of  knowledge  are  abundant  and  his  testi- 
mony full  and  satisfactory."  With  this  preliminary  state- 
Home  vs.  Chesapeake  R.  R.  Co.,  83  See  also  Milroy  vs.  Chicago,  M.  &,  St. 
N.  Y.  Supp.  913.  P.  Ry.  Co.,  67  N.  W.  276;  Scott  vs. 

A  custom  of  Stock-brokers  of  Salt  Brown,  60  N.  Y.  Supp.  511 ;  29  Misc. 
Lake  City  to  carry  in  their  names,  as  320.  When  there  is  sufficient  evi- 
trustees,  the  stock  of  third  parties,  dence  of  a  custom  as  to  the  calling 
and  to  transfer  it  without  the  con-  of  "margins,''  the  question  of  its 
sent  of  their  cestuis  que  trust,  is  existence  will  be  submitted  to  the 
inoperative  unless  assented  to  both  jury,  the  court  saying  that  the  cu&- 
by  the  customer  and  Broker,  tom  is  so  general  among  American 
Geyser-Marion  Gold  Mining  Co.  vs.  Ebcchanges  in  regard  to  the  sale  of 
Stark,  53  L.  R.  A.  64.  griun,  provisions,  cotton,  stock,  and 

^  Wiltshire  vs.  Sims,  1  Campb.  bonds  for  future  delivery,  that  it 
258;  Brown  vs.  Boorman,  11  CI.  &  might  be  doubted  whether  it  might 
Fin.  1;  Maxted  vs.  Paine,  L.  R.  4  not  be  noticed  judicially.  Hill  vs. 
Ex.  81;  Maxted  vs.  Morris,  21  L.  T.  Morris,  21  Mo.  App.  256.  See  also 
(n.  s.)  535;  Fletcher  vs.  Marshall,  15  ScoUans  vs.  Rollins,  60  N.  E  Rep. 
M.  &,  W.  755;  Hoffman  vs.  Livings-  983. 

ton,14J.AS.(N.Y.)552.    See  also       »Vail  vs.   Rice,   5   N.   Y.    155; 
Chap.  in.  Thomas  vs.  Graves,  1  Mill  (S.  C), 

» Chitty  on  Cont.  82;  Smith  vs.  Const.  Rep.  150;  Parrot  vs.  Thatch- 
Blandy,  Ry.  A  M.  260;  Hutchinson  er,  26  Mass.  426;  Patridge  vs.  For- 
VB.  Bowker,  5  M.  &  W.  540;  Smith  syth,  29  Ala.  200.  Some  cases, 
vs.  Bouvier,  70  Pa.  St.  325;  Dawson  however,  hold  that  one  witness  is 
vs.  Kittle,  4  Hin,  107;  Goodyear  vs.  not  sufficient  to  prove  a  custom. 
Ogden,  id.  104.  BisseU  vs.  Ryan,  23  111.  566;  Wood 

Whether  a  custom  exists  is  for  the  vs.  Hickok,  2  Wend.  (N.  Y.)  501; 
jury  (Sidlivan  vs.  Jemigan,  21  Fla.  Halwerson  vs.  Cole,  1  Spears  (S.  C), 
264>,  although  its  reasonableness  321.  But  an  isolated  instance  is 
and  validity  are  for  the  court .     (Id .)   not  sufficient  to  prove  a  custom,  nor 
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inent  of  some  of  the  leading  general  principles  governing 
usageS)  we  shall  now*  proceed  to  set  forth  the  most  promi- 
nent cases  in  both  countries  relating  to  Stock-brokers  in 
which  their  usages  have  been  sustained  and  rejected,  with 
such  comments  as  the  circumstances  seem  to  call  for  in  the 
light  of  these  general  rules. 

n.  Cases  In  which  Usages  of  Stock-brokers  held 

Binding. 

(a.)  In  the  United  States. 

In  the  State  of  New  York  the  first  case  in  which  the 
usage  of  Stock-brokers  was  sustained  is  l^ourse  vs.  Prime, 
to  which  we  have  already  referred.^  That  case  was  followed 
in  Horton  vs.  Morgan,*  where  the  plaintiff  had  ordered  the 
defendant,  a  Stock-broker,  to  purchase  stock  for  him  at  the 
New  York  Stock  Exchange,  advancing  part  of  the  money 
as  margin  to  pay  for  the  same,  the  Broker  making  up  the 
balance  from  his  own  funds.  It  appeared  that  defendant 
did  not  keep  the  identical  stock  on  hand  which  he  had  pur- 
chased, but,  upon  demand  of  his  Client,  sent  to  him  certif- 
icates in  the  name  of  his  clerk,  with  blank  powers  of  at- 
torney signed  by  the  latter.  It  was  proved  by  Brokers 
that  purchase  of  stock  at  the  Board  of  Brokers  were  al^ 
ways  made  in  the  name  of  the  Broker  without  disclosing 

will  evidence  of  the  custom  of  one  the   jury.     Dickinson   vs.    Pough- 

peraon  be  sufficient  to  establish  a  keepsie,  75  N.  Y.  77.    If  the  testi- 

general  course  of  trade  (Burr  vs.  mony  as  to  a  custom  of  cotton 

Sickles,  17  Ark.  428;  Cope  vs.  Dodd,  factors  is  denied  by  another  witness, 

13  Pa.  St.  33;  Adams  vs.  Otterback,  it    is    not    proved.     Wootters    vs. 

16  How.  [U.  S.]  539).  Kauffman,  67  Tex.  488. 

It  is  not  necessary  that  all  the  *  Ante,  pp.  253,  427* 

witnesses  should  agree  to  prove  the  *  19  N.  Y.  170. 
custom.     It  is  then  a  question  for 

28 
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his  principal's  name,  and  that  his  liability  to  his  principal 
was  limited  to  transferring  to  him  the  required  number  of 
shares  when  called  upon,  without  regard  to  the  particular 
or  identical  shares  bought. 

The  court,  on  appeal,  held  that  this  practice,  by  which 
Brokers  only,  and  not  their  Clients,  are  known  in  their 
dealings  with  each  other,  was  not  unreasonable ;  and  the 
plaintiff,  by  directing  the  purchase  to  be  made,  must  be  un- 
derstood as  consenting  that  it  should  be  done  in  the  usual 
manner ;  and  that  the  plaintiff  had  no  interest  in  having 
his  shares  kept  separately  from  the  mass  of  defendant's 
stock,  one  share  being  precisely  equal  in  value  to  every  other 
sbare.^  Although  the  court  in  this  case  expressly  refrained 
from  passing  upon  the  question  whether  a  usage  of  Stock- 
brokers to  use  or  hypothecate  stocks  held  by  them  on  mar- 
gin for  their  Clients  was  valid,  there  is  abundance  of  reason 
and  authority  for  sustaining  such  usage.^    And  it  has  also 

^  The -principle  of  these  cases  has  margin  carried  stocks  is  very  fully 

been  several   times   reaffirmed    in  considered. 

New  York.    See  Ch.  III.  p.  253.  Reasonable  notice  must  be  given 

See  also  Caswell  vs.  Putnam,  120  to  furnish  more  margin,  Lazare  vs. 

N.Y.  153;  Harding  vs.  Field,  lApp.  Allen,  20  App.  Div.  616,  in  which 

Dlv.  (N.  Y.)  391.  case,  although  a  judgment  for  de- 

'  Lawrence  vs.  Maxwell,  53  N.  Y.  fendant  Stock-broker,  upon   a  di- 

19,  and  also  cases  collected  in  Ch.  rected  verdict,   was   affirmed,  the 

III.  at  p.  253.     As  to  how  far  evi-  court  expressed  an  opinion  that  a 

dence  is  admissible  to  show  that  a  notice  of  a  little  over  an  hour,  was 

Client  may  be  bound,  when  he  re-  unreasonable.     See    also   Hess   vs. 

fuses  to  put  up  additional  margins,  Rau,  95  N.  Y.  362;  Gillett  vs.  Whit^ 

by  a  usage  of  Wall  Street  authoriz-  ing,  120  id.  402;  Rogers  vs.  Wiley, 

ing  a  settlement  of  his  account  at  131  id.  527;  Swan  vs.  Baxter,  36 

private  instead  of  public  sale,  see  Misc.  (N.  Y.)  233. 

Cameron  vs.  Durkheim,  55  N.  Y.  See  Douglas  vs.  Carpenter,  17  A. 

425.     See  also  SkiflF  vs.  Stoddard,  63  D.  329,  as  to  liability  of  Broker  for 

Conn.  198;  21  L.  R.  A.  102,  and  conversion  if  he  pledges  his  Qient's 

cases  cited,  where  the  relation  be-  securities  with  others,  for  a  larger 

tween  Brokers  and  Clients   as  to  amount  than  his  Client  owes  him. 
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been  held  in  New  York  that  the  rales  of  the  Board  of  Bro- 
kers are  binding  upon  third  persons  who  employ  members 
thereof  to  make  transactions  with  other  Brokers  relative  to 
stocks.  And,  accordingly,  where  W.  and  C,  being  mem- 
bers of  the  Open  Board  of  Brokers,  and  W.  as  Broker  of  B., 
but  in  his  own  name,  entered  into  a  contract  with  C.  for 
the  sale  of  certain  stocks,  according  U>  the  rules  of  the  Ex- 
change, of  which  B.  had  knowledge,  and  thereafter,  under 
the  rules,  C.  called  on  W.  for  further  margin ;  whereupon 
W.  notified  B.,  and  j'erainded  him  that  he  would  be  liable 
to  suspension  if  he  did  not  comply ;  and  B.  then  agreed  that 
if  W.  would  not  put  up  the  margins  he  would  protect  him 
against  all  loss  which  should  ensue  from  such  refusal,  and  if 
he  was  suspended,  would  pay  him  daring  the  time  of  his 
suspension  from  the  board  at  a  rate  equal  to  the  average 
business  of  W.  for  the  previous  year,  with  ten  per  cent 
added  thereto :  and  W.  did  refuse  to  put  up  the  margin, 
and  was  suspended— held,  that  he  could  recover  fr9m  B. 
under  this  agreement ;  that  there  was  sufficient  mutuality 
and  consideration,  and  the  same  was  perfectly  valid.^ 

After  all  advances  have  been  paid,  to  sell  such  collateral  and  credit  the 
the  Broker  is  not  entitled  to  pledge  customer  with  the  proceeds,  was 
the  stock,  and  is  liable  as  for  a  con-  properly  excluded,  as  whatever  the 
version.  Van  Voorhis  vs.  Rea  Bros,  custom  of  Brokers  may  be  while  a 
A  Co.,  153  Pa.  19.  See  also  Trans-  speculation  is  pending,  it  cannot 
continental  Co.  vs.  Hilmers^  20  Fed.  apply  to  the  broker's  right  to  recover 
Rep.  717;  Whitlock  vs.  Seaboard  what  is  due  him  after  he  has  car- 
National  Bank,  29  Misc.  (N.  Y.)  84.  ried  his  customer's  stocks  as  long 
In  the  case  of  De  Cordova  vs.  as  requested,  and  finally  sold 
Bamum,  130  N.  Y.  615,  it  was  held  them  pursuant  to  his  express  order, 
that  a  Stock-broker  is  not  obliged  '  White  vs.  Baxter,  9  J.  &  S.  (N. 
to  sell  coUateral  security  before  Y.)  358;  aff'd  71  N.  Y.  254.  See 
suing  his  customer  for  the  balance  also,  for  other  cases  in  which  usages 
of  his  account,  when  there  is  no  of  Brokers  have  been  upheld, 
agreement  to  that  effect  and  evi-  Whitehouse  vs.  Moore,  13  Ab.  (N. 
dence  of  a  custom  of  Stock-holders  Y.)  Pr.  142,  which  in  the  main, 
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Baker  vs.  Drake,^  which  has  been  fully  noticed  nnder  the 
eighth  general  rule,'  should  here  be  alluded  to  as  further 
extending  the  law  of  usage,  and  lajrlng  down  the  precedent 
that  parties  may  also  be  bound  by  the  usages  of  a  particu- 
lar Broker's  office.' 

So  a  Client  engaged  in  speculative  purchases  and  sales  of 
cotton  was  held  to  be  presumed  to  know  the  usages  in  re- 
spect to  Cotton-brokers  and  the  Cotton  Exchange ;  and  it 
being  shown  that  he  had  had  previous  dealings  in  the  busi- 
ness, he  was  not  permitted  to  set  up  ignorance  of  the  mean- 
ing of  the  term  ^^closing-out,"  and  the  mode  in  which  it 
was  done.^ 

Pennsylvania  also  furnishes  a  very  strong  precedent  for 
upholding  the  usages  of  Brokers  in  the  case  of  Colket  vs. 
Ellis.'  There,  the  parties  being  members  of  the  Philadel- 
phia Stock  Exchange,  the  plaintiffs  borrowed  on  "call" 
a  sum  of  money  from  defendants,  depositing  as  collateral 
security  certain  stocks.  It  was  shown  that  there  was  an 
established  general  usage  among  Brokers,  when  a  "  call " 
loan  is  not  paid  on  the  day  it  is  demanded,  to  sell  out  the 

however,  is  overruled  by  Baker  vs.  *  Kingsbury  vs.  Kirwin,  IIJ.  ;A:  S. 

Drake,  66  N.  Y.  518,  522;  Corbett  (N.  Y.)  451;  aff'd  77  N.  Y.  612. 

vs.  Underwooti,  83  111.  324;  Hill  vs.  A  usage  of  the  New  York  Stock 

Morris,  21  Mo.  App.  256;  3  West.  Exchange  not  to  make  any  distino- 

409;  also  cases  cited  under  Ch.  III.  tion,  in  distributing  the  proceeds  of 

p.  253.  the  transfer  of  a  membership,  b^ 

^  66  N.  Y.  518.  tween  debts  due  individual  mem- 

'  Ante,  p.  430.  bers,  and  debts  due  partnerships, 

'  The  above  cases  in  New  York,  one  of  whose  members  was  a  mem- 

the  case  of  Colket  vs.  Ellis,  32  Leg.  ber  of  the  Exchange,  was  hdd  es- 

Int.  82,  s.  c.  10  Phila.  (Pa.)  375,  and  tablished  in  In  re  Hayes,  76  N.  Y. 

the  English  case  of  Lacey  vs.  Hill  Supp.  312,  so  as  to  give  effect  to  an 

(Scrimgeour's  Claim),  L.  R.  8  Ch.  ambiguous   rule  of  the  Exchange. 

App.  921,  would  seem  to  be  irrecon-  *  32  Leg.  Int.  (Pa.)  82;  s.  c.  10 

cilable  with  the  case  of  Markham  vs.  Fhila.  (Pa.)  375. 
Jaudon,  41  N.  Y.  235. 
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ooUateral  securities  at  the  Board  of  Brokers  without  fur- 
ther notice  to  the  borrower.  The  trial  court  found  that 
both  parties  were  familiar  with  the  usage,  and  both  acted 
throughout  on  the  basis  of  its  validity.  The  money  not 
having  been  paid  upon  caU  made  in  the  regular  way^  the 
defendants  sold  the  stock  on  the  same  day  at  the  Stock 
Exchange,  first  notifying  the  plaintiffs  of  their  intention, 
and  rendered  the  former  accounts  of  the  sale.  The  plain- 
tiffs subsequently  tendered  the  amount  of  the  loan,  and  de- 
manded the  return  of  the  stocks  pledged  as  collateral ;  and, 
upon  refusal,  brought  an  action  of  trover  to  recover  for  the 
conversion  of  the  same  upon  the  ground  that  the  usage  un- 
der which  the  sale  was  made  was  in  contravention  of  the 
rule  of  law  requiring  a  sale  of  collaterals  to  be  public  after 
due  notice.  But  the  trial  judge^  Mitchell,  J.,  overruled  this 
defence,  holding,  in  a  well-considered  opinion,  that  where 
no  statute  or  principle  of  public  policy  intervenes  but  a 
rule  of  law,  which  is  a  mere  privilege,  and  may  be  waived, 
there  is  no  reason  why  the  waiver  may  not  be  as  well  estab- 
lished by  a  custom  known  to  and  acquiesced  in  by  the  par- 
ties as  by  an  express  contract ;  and,  without  intimating 
what  would  be  the  effect  if  such  a  usage  were  set  up  against 
an  outside  party,  he  was  of  the  opinion  that,  as  between  the 
parties  before  him,  both  members  of  the  Board  of  Brokers, 
and  familiar  with  and  dealing  on  the  basis  of  such  usage, 
it  was  valid  and  lawful,  and  controlled  the  rights  of  the 
parties. 

This  case  confirms  the  views  heretofore  expressed  under 
the  f(ywrth  general  rule  laid  down  in  this  chapter,*  and  we 
confess  that  we  can  perceive  no  legal  or  substantial  reason 

» P.  416. 
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for  not  applying  the  rule  as  well  to  third  persons  who  have 
full  and  complete  knowledge  of  the  usage  as  to  members 
of  the  Stock  Exchange — the  whole  basis  of  the  doctrine  of 
usage  resting  upon  the  knowledge  of  the  parties — and  why 
evidence  of  a  similar  usage  should  not  have  been  received 
in  the  case  of  Markham  vs.  Jaudon.^  In  Massachusetts 
evidence  has  also  been  held  admissible  to  show  that  by  the 
custom  of  Brokers  in  Boston,  "  when  they  receive  an  order 
to  buy  stocks  on  margin,  it  means  that  the  Broker  makes  a 
contract,  verbal  or  written,  with  any  person  whatever,  that 
within  sixty  days  from  said  date,  if  the  stock  goes  up  the 
seller  shall  pay  in  cash  the  difference,  and  if  the  stock  goes 
down  the  buyer  shall  pay  in  cash  the  difference  ;  and  that 
the  money,  or  margin,  put  up  by  the  buyer  is  for  security 

'41  N.  Y.  245;  see  also,  in  this  It  has  been  also  held  in  Pennsyl- 
connection,  Lacey  vs.  Hill  (Scrim-  vania  that  when  a  Broker  is  em- 
geour'sClaim),  L.R.SCh.  App.  921.   ployed  to  sell  stock,  the  fact  that 

In  Van  Horn  vs.  Gilbough,  21  the  Broker  transferred  the  stock  to 
Am.  L.  R.  (n.  s.)  171;  10  W.  N.  347;  his  own  name  was  in  accordance 
13  Lan.  Bar  61,  where  a  Stock-  with  the  legitimate,  if  not  the  usual, 
broker  bought  railroad  stock  for  his  course  of  business,  and  when  he  sold 
Qient,  and,  according  to  a  Broker's  only  a  small  part  of  it,  and  the  rest 
usage,  pledged  it  as  collateral  for  remained  on  his  hands  because  he 
payment  of  a  balance  of  the  pur-  could  not  dispose  of  it  without  a 
chase  price,  it  was  held  that,  under  heavy  sacrifice,  a  jury  was  not  war- 
a  custom  of  Brokers,  he  was  justified  ranted  in  charging  him  with  the 
in  pledging  and  the  pledgee  in  sub-  whole  value  of  the  stock,  unless  he 
sequently  selling  the  stock,  on  the  refused  to  account,  or  return  it. 
fall  of  the  market  price,  without  Leddy  vs.  Flanigan,  3  Phila.  356. 
notice  to  his  Client,  to  whom  both  Likewise  it  was  held  in  Sheppard 
customs  were  known,  and  was  en-  vs.  Barrett,  42  Leg.  Int.  (Pa.)  140, 
titled  to  recover  what  was  owing  to  that  the  term  "friendly  loan'*  by 
him  by  his  Client  on  the  transaction,  the  custom  of  Brokers  is  universally 
See  note  as  to  the  effect  of  Stock  understood  to  be  a  loan  of  money  or 
Exchange  usages  on  non-members  stocks,  between  Brokers  for  business 
appended  to  the  report  of  last  cited  purposes,  and  under  the  rules  of  the 
case  in  21  Am.  L.  N.  (n.  s.)  171.  Philadelphia  Stock  Exchange  such 
See  Covell  vs.  Loud,  135  Mass.  41.   are  entitled  to  a  preference  out  of 
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that  he  shall  perform  his  contract."  ^  And  it  is  not  error 
on  the  part  of  a  judge  to  instruct  a  jury  that  the  fact  that 
both  parties  were  Brokers,  and  might  be  presumed  to  kno\f 
the  usages  of  their  business,  was  entitled  to  great  weight.' 

The  most  important  recent  decision  as  to  the  relation  of 
Stock-brokers  and  their  customers  so  far  as  regards  the 
carrying  of  margins  is  furnished  by  the  State  of  Connecti- 
cut where  it  was  held  in  Skiff  vs.  Stoddard  *  (per  Prentice, 
J.),  that  when  a  Client  in  Connecticut  employed  a  Broker 
in  New  Hartford  to  effect  transactions  for  him  on  the  New 
York  Stock  Exchange,  he  would  be  bound  by  the  usages  of 
that  market,  provided  they  were  not  unreasonable,  and  that 
a  custom  to  repledge  a  customer's  stock  held  on  margin  was 
not  unreasonable. 

In  Ohio  the  evidence  showed  the  existence  in  New  York 
and  Cincinnati  of  a  usage  of  Stock-brokers  to  look  to  each 
other  personally  when  the  principals  are  not  brought  into 
the  transaction.    This  evidence  was  uncontradicted,  but  the 

the  proceeds  of  a  member's  seat,  rules  of  the  New  Orleans  Ckytton  Ex- 
See  also  Thompson  vs.  Adams,  93  change  as  to  substitution  of  con- 
Pa.  55.  tracts  are  binding  upon  principals 

^  Commonwealth    vs.    Cooper,   4  who    are    acquainted    with    them. 

Mass.  L.  R.  (May  4,  1881)  No.  24;  Conner  vs.  Robertson,  37  La.  Ann. 

s.  c.  Am.  L.  Rev.  360  (May,  1881).  815;  Lehman  vs.  Feld,  37  Fed.  852; 

The    custom    of    "ringing    up"  Irwin  vs.  WiUiar,  110  U.  S.  499; 

amongst  grain  Brokers  in  Baltimore  Bamett  vs.  Warren,  82  Ala.  557  (2 

is  valid.    Ward  vs.  Vosburgh,  31  So.  457)  (usage  of  cotton  Factors  to 

Fed.  12.     A  custom  of  the  board  of  acquire  lien  on  cotton  stored  for 

trade  by  which  a  buyer  of  grain  sale  for  moneys  advanced,  binding); 

with  warranty  must  within  a  given  Burbridge  vs.  Gumbel,  72  Miss.  371 

time  object  to  the  quality,  is  rea-  (evidence  of  a  usage  to  apply  in- 

sonable  as  between  its  members,  structions  as  to  insuring  cotton  only 

Everringham  vs.  Lord,  19  HI.  App.  to  the  season  in  which  the  instruc- 

565.     See  also  Riebe  vs.  Hellman,  tions  were  given,  is  admissible). 

69  HI.  App.  19,  and  Kinney's  HI.  '  Durant  vs.  Burt,  98  Mass.  162. 

Dig.,  title  "Board  of  Trade."    The  » 63  Conn,  198;  21  L.  R.  A.  102. 
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jury  ignored  it,  and  gave  a  defendant  Broker,  who  was  sued 
for  the  sum  paid  for  forged  bonds,  and  whose  defence  was 
that  he  was  acting  for  a  principal,  and  that  he,  as  agent 
was  not  liable,  a  verdict  in  his  favor,  and  the  court  on  motion 
of  plaintiff  granted  a  new  trial,  saying  the  trial  court  had 
fully  instructed  the  jury  upon  this  question,  and  the  effect 
ofit.» 

In  the  same  State  a  custom  of  the  pork  trade  to  dose 
the  year  on  October  31st,  and  tp  charge  extra  commisp 
aions  on  stock  carried  over,  has  been  held  reasonable.' 

It  has  also  been  lately  held  in  Massachusetts  that  a  usage 
of  Bankers  and  Brokers  and  others  engaged  in  dealing  in 
securities,  to  treat  certificates  endorsed  in  blank  as  negotiable, 
and  as  enabling  the  bearer  to  give  a  good  title  to  a  bona 
fide  purchaser,  is  binding.^ 

A  usage  obtaining  in  Baltimore,  on  the  Stock  Exchange, 
and  amongst  Bankers  and  Brokers,  requiring  registered  con- 
sols to  be  transferred  in  writing,  and  to  be  accompanied  by 
a  power  of  attorney  acknowledged  before  a  notary  public, 
has  been  held  in  Taliferro  vs.  Bank^  to  be  binding,  and  to 
put  an  intended  pledgee  on  inquiry  as  to  ownership,  but 
the  usage  must  be  itself  proved,  and  not  the  rules  of  the 
Stock  Exchange,  the  existence  of  which  is  not  evidence 
of  the  usage. 

A  usage  of  the  Stock  Exchange  that  when  a  Stock- 
broker is  employed  to  sell  stock,  and  he  is  subsequently 
employed  by  another  person  to  purchase  the  same  kind  of 

^Souther  vs.   Stoeckle,   7   Ohio       'Scollans  vs.  Rollins,  60  N.   E. 
Dec.  Rep.  511.    See  Bailey  vs.  Gal-  Rep.  983. 
braith,  100  Tenn.  699.  *  17  Atl.  1036. 

'Mathews    vs.    Briggs,    7    Ohio 
Dec.  R^.  23. 
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stock,  at  a  limited  price,  he  may  secure  the  services  of  an* 
other  Broker  to  bid  the  prices  fixed  by  the  intending  pur* 
chaser,  has  been  held  valid  in  Alabama  in  Terry  vs.  Bir- 
mingham National  Bank,^  when  neither  the  buyer  nor  seller 
had  any  knowledge  of  each  other's  intentions,  or  of  their  in- 
structions to  the  Broker. 

Although  the  usages  of  the  London  and  New  York  Stock 
Exchanges  are  similar  as  to  requiring  the  execution  of 
transfers  of  shares  in  blank  to  be  authenticated  by  the 
proper  officer,  yet  it  was  held  in  Colonial  Bank  vs.  Cady,* 
that  such  a  transfer,  by  executors,  in  England,  of  shares  in 
an  American  corporation,  did  not  estop  the  executors  from 
claiming  them  from  defendant  bank  to  whom  they  had 
been  pledged  by  a  Stock-broker  for  value  without  notice, 
although  if  the  case  were  decided  by  American  law  such 
a  transferee  would  take  title  even  if  the  executors'  sig- 
natures to  the  transfer  were  not  verified  by  the  consul. 

(p.)  In  England, 

In  England  the  question  of  the  effect  of  usage  upon  con- 
tracts has  been  carefully  and  thoroughly  considered  by  the 
courts. 

There  are  two  classes  of  cases  in  which  the  usages  of 
Stock-brokers  have  been  sustained  which  have  already  been 
referred  to  at  length,  and  they  need  not  be  here  set  forth.' 
The  first  class  comprises  those  cases  in  which  a  principal  or 
Client  directed  his  Broker  to  buy  or  sell  securities  or  to  make 
contracts  upon  the  Stock  Exchange ;  and  where  the  Broker 
has  sought  indemnity  at  the  hands  of  his  Client  for  acts  per- 

» 13  So.  149.  » See  Ch.  X. 

'  15  App.  Cafl.  267;  L.  R.  38  Ch. 
Div.  399. 
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formed  bj  him  in  pursuance  of  directions  of  his  Client  The 
principle  applied  was,  that  parties  who  make  or  direct  a 
bargain  or  transaction  to  be  made  in  connection  with  a 
particular  trade  are  taken  to  have  contracted  subject,  or  with 
reference,  to  the  known  usages  of  that  trade.  Sutton  vs. 
Tatham  and  Pollock  vs.  Stables  ^  are  illustrations  of  this 
class,  as  are  the  other  cases  cited  under  the  fifth  general 
rule.'  As  the  most  important  of  these  cases  have  been  set 
forth  in  Chapter  III.,'  a  reference  to  them  is  all  that  is  nec- 
essary in  this  connection. 

The  second  class  comprises  those  cases  in  which  the  prin- 
cipal question  involved  was  upon  whom  the  liability  for 
"  calls "  rested  where  stocks  were  sold  on  the  Stock  Ex- 
change. In  these  cases  the  courts  fully  investigated  the 
various  steps  of  a  purchase  and  sale  upon  the  Stock  Ex- 
change, and  rigorously  and  uniformly  applied  the  usages  and 
rules  of  Stock-brokers  to  explain  the  contracts  there  entered 
into,  and  to  fix  the  ultimate  responsibility  for  "  calls  "  made 
where  the  capital  stock  was  not  fully  paid  up  to  the  limit 
fixed  by  the  charter  or  articles  of  incorporation.  As  these 
cases  have  been  fully  described  in  Chapter  X.,  it  is  only 
necessary,  in  this  connection,  to  refer  to  that  portion  of  the 
work  ;  *  but  their  perusal  will  forcibly  illustrate  the  extent 
to  which  the  English  courts  have  gone  in  applying  this 
doctrine  of  usage.     In  considering  the  soundness  of  the  cases 

*  Ante,    p.    424.    The    following  which  also  held  that  a  Broker  mi^t, 
usages  have  been  held  binding:  the  in  carrying  over,  transfer  two  par- 
customer,  when  the  Broker  becomes  eels  of  shares  bought  from  two  job- 
a  defaulter,  has  no  option  to  close  bers  for  two  customers,  from  one 
at  "hammer"  prices,  and  a  Broker  jobber  to  another, 
who  is  instructed  to  buy  a  specific       *  P.  424. 
number  of  shares  may  buy  from       *  P.  218  et  seq. 
more  than  one  jobber.     Levitt  vs.       *  At  p.  981  et  seq. 
Hamblet,  6  Com.  Cas.  79;  5  ib.  326, 
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in  which  usage  has  been  rejected^  these  English  adjudications 
should  be  prominently  kept  in  view. 

There  are  some  cases  in  England  that  do  not  fall  within 
either  of  these  classes,  and  to  them  a  more  special  reference 
should  be  made.  Thus,^  it  has  been  decided  that  evidence  of 
the  course  of  business  and  custom  of  London  Brokers  should 
be  admitted  to  explain  the  authority  meant  to  be  given  to  a 
London  banker  by  a  power  of  attorney  to  sell  stock  sent 
through  a  country  banker. 

So  in  an  action  for  the  non-acceptance  of  railway  shares, 
which  by  the  contract  (made  at  Liverpool  through  Brokers) 
were  to  be  delivered  in  a  reasonable  time,  a  written  rule  of 
the  Liverpool  Stock  Exchange,  stated  to  be  acted  upon  by 
all  the  Liverpool  Brokers,  '^  that  the  seller  of  shares  was  in 
all  cases  entitled  to  seven  days  to  complete  his  contract  by 
delivery,  the  time  to  be  computed  from  the  day  on  which  he 
was  acquainted  with  the  name  of  his  transferee,"  was  held 
admissible  upon  an  issue  whether  the  plaintiff,  within  a  rea- 
sonable time,  was  ready  and  willing  and  offered  to  transfer 
the  shares ;  although  it  was  not  proved  that  either  of  the 
parties  or  their  Brokers  were  members  of  the  Liverpool  Ex- 
change.^ And,  in  avoidance  of  a  sale  made  by  a  Broker, 
the  defendant  may  prove  that  by  the  custom  of  the  trade 
the  authority  to  sell  expires  with  the  day  on  which  it  was 
given.* 

It  has  also  been  held  that  parol  evidence  is  competent  to 
show  that  a  person  acted  as  a  Broker  for  the  plaintiff ;  and 
that  parol  evidence  as  to  the  usage  of  trade  in  making  Bro- 

*  Adams  vs.  Peters,   2  C.  <&  K.   309.    Also  Field  vs.  Lelean,  6  H.  <& 
723.  N.  617. 

*  Stewart  vs.  Cauty,  8  M.  &  W.       ■  Dickenson  vs.  Tilwall,  1  Stark. 

128  ;  4  Campb.  279. 
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ker9  liable  where  their  principals  are  not  disclosed  is  al&o  ad- 
missible, on  the  ground  that  such  evidence  does  not  vary  the 
terms  of  a  written  contract,  but  merely  annexes  a  particular 
or  incident  thereto  which,  though  not  mentioned  in  the  con- 
tract, was  connected  with  it,  or  with  the  relations  growing 
ont  of  it.  Such  evidence  is  admitted  with  a  view  of  giving 
effect,  as.  far  as  possible,  to  the  presumed  intentions  of  the 
parties.^ 

It  has  been  likewise  held  that  under  a  practice  of  the 
London  Stock  Exchange  (where  a  loan  is  made  by  one 
Broker  to  another  on  a  deposit  of  stock)  that  the  lender 
send  back  the  securities  on  the  morning  of  the  day  of  pay- 
ment, the  borrower  to  send  a  good  check,  or  return  the 
same,  or  similar,  securities  later  in  the  day,  the  Render  did 
not  lose  his  right  to  the  securities  by  returning  them  to  the 
borrower,  when  he  did  not  receive  a  check  or  other  securi- 
ties  to  replace  them.' 

So  also  where  shares  have  been  sold  and  the  purchase 
money  paid  at  the  transfer  under  the  usages  of  the  Stock 
Exchange,  the  seller  is  not  liable  although  the  company 
subsequently  declines  to  register  the  transfer.^ 

This  decision  was  followed  in  Casey  vs.  Bentley,*  where, 
in  a  similar  state  of  facts,  specific  performance,  or  a  rescis- 
sion of  the  contract,  was  sought  by  the  vendor.  The 
authorities  are  fully  discussed,  and  the  court  (Fitzgibbon, 
L.  J.,  dissentiente)  held  that  as  the  sale  took  plaoe  subject 
to  the  usages  of  the  Dublin  Stock  Exchange,  which  were 

*  Hmnfrey  vs.  Dale,  7  £1.  &  Bl.  '  London  Founden  AflsociAtion 
266;  Thomson  va.  Davenport,  9  B.  vs.  Clarke,  57  L.  J.  Q.  B.  291; 
&  C.  78;  Pennell  vs.  Alexander,  3  EL.  following  Stray  vs.  RuaseQ,  1  E.  ft 
ft  Bl.  77,  288.  E.  888. 

*  Burba  vs.  Ricardo,  1  C.  ft  E.  *  (1902)  1  Ir.  R.  376. 
478. 


Usadpes  of  Stock-brokers  held  Binding.        445 

gimilar  to  those  of  the  London  Exchange,  the  plaintiff  was 
Mtitled  to  neither,  although  if  the  sale  took  place  outside 
the  Exchange,  she  should  have  judgment  for  rescission,  as 
the  company  refused  to  register  the  vendee.  The  result  of 
the  decision  was  that  the  plaintiff  became  a  trustee  for  the 
purchaser,  with  right  of  indemnity  to  the  vendor  by  the 
defendant  against  calls. 

In  Ward  in  re  ^  it  was  decided  that  the  amount  due  by 
a  defaulter  to  a  Stock  Exchange  creditor  under  its  rules  is 
a  liquidated  sum  within  the  meaning  of  the  Bankruptcy 
Act,  and  will  support  a  bankruptcy  petition  by  the  cred- 
itor, and  in  Batcliffe  vs.  Mendelsohn,'  a  defaulting  Broker, 
was  held  liable  to  stock  jobbers  for  the  difference  between 
'^  hammer "  and  contract  prices,  as  the  jobbers  under  the 
rules  were  bound  to  hand  the  ofScial  assignee  the  amounts 
received  by  them  on  completion  of  the  contracts.^ 

A  rule  of  the  London  Stock  Exchange  which  provided 
that  the  seller  of  shares  of  stock  is  responsible  for  the  gen- 
uineness of  all  documents  delivered,  and  for  such  dividends 
as  may  be  received  until  reasonable  time  has  been  allowed  to 
the  transferee  to  execute  and  lodge  the  same  for  verification 
and  registration,  and  that  when  an  official  certificate  of  regis- 
tration has  been  issued,  the  committee  will  not  (unless  bad 
faith  is  imputed  to  the  seller)  take  cognizance  of  any  subse- 
quent  dispute  as  to  title  untU  the  legal  issue  has  been  decided, 
was  held  to  be  reasonable  in  Smith  vs.  Eeynolds,^  in  which 
case  a  principal  was  held  bound  to  indemnify  his  Broker 
who,  under  a  resolution  of  the  committee,  was  obliged  to 
make  good  a  loss  arising  from  a  forged  transfer.     So 

*  52  L.  J.  Ch.  73.  '  See  King  vs.  Hutton  (1900),  2 

'  (1902)  2  K.  B.  058.  Q.  B.  505. 

*  66  L.  T.  S08. 
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also  in  Harker  vs.  Edwards,^  rule  57  providing  that  the 
Stock  Exchange  in  all  dealings  will  only  recognize  its 
own  members,  and  Rule  11,  that  the  decision  of  the  commit- 
tee (as  to  questions  arising  out  of  the  contract)  was  to  be 
final,  were  held  to  be  reasonable  and  binding. 

A  commercial  and  Stock  Exchange  usage  to  treat  bearer 
bonds  as  negotiable  has  been  held  binding,  although  of  re- 
cent origin.' 

When  a  Broker  becomes  a  defaulter,  and  the  Client,  for 
whom  the  Broker  has  sold  shares,  elects  to  complete  the 
transaction  on  his  own  account,  the  Client  is  not  entitled 
to  nominate  a  person  to  transfer  the  shares  to  the  jobber  to 
whom  sold,  the  usage  of  the  Stock  Exchange  not  per- 
mitting such  nomination,  as  the  eifect  would  be  to  substi- 
tute the  nominee  as  principal.^ 

In  Scott  vs.  Godfrey  *  a  custoni  of  the  Stock  Exchange  by 
which  Brokers  lump  together  the  orders  of  their  Clients 
and  execute  them  by  means  of  one  contract  with  the  job- 
ber, was  established  to  the  satisfaction  of  the  jury,  and  in 
the  opinion  of  the  court  was  a  reasonable  one.  In  that  case 
the  jury  also  found  that  the  Client  gave  his  order  on  the 
terms  that  it  might  be  so  executed.  The  court  said  that  as 
to  the  latter  finding  it  doubted  whether  there  was  evi- 

'  57  L.  J.  Q.  B.  147.  said  the  custom  was  now  so  uni- 

'  BechuanalaDd  Exportation  Co.   versal  that  it  should  be  judicially 

vs.  London  Trading  Bank  (1898),  2   noticed).     See  Picker  vs.   London 

Q.  B.  658;  Rumball  vs.  Metropoli-  and  County  Banking  Co.,  18  Q.  B. 

tan  Bank,  2  Q.  B.  D.  194;  London   D.  515;  Colonial  Bank  vs.  Cady,  15 

Joint    Stock    Bank    vs.    Simmons   App.  Cas.  267  (the  usage  must  be  an 

(1892),  App.  Cas.  201;  Venables  vs.    English  one). 

Baring   Bros.    (1892),   3  Ch.   527;       ■Currie  vs.  Booth,  7  Com.  Cas. 

Bentinck  vs.  Bank  (1893),  2  Ch.    77;  rev'g  s.  c.  6  Com.  Cas.  74. 

120;  Edelstein  vs.  Schuler,  71  L.  J.       *  70  L.  J.  K.  B.  954. 

K.  B.  572  (in  which  case  the  court 
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dence  to  support  it,  but  it  was  immaterial,  as  the  Client 
gave  bis  order  to  be  executed  according  to  the  usages  of  the 
Stock  Exchange.^  The  jury  also  found  that  there  was  a 
custom  by  which  a  jobber  and  each  Client  of  the  Broker 
became  bound  to  each  other  to  carry  out  the  contract  ap- 
plicable to  the  particular  Client's  order.  The  court,  how- 
ever, did  not  think  the  evidence  established  the  latter 
custom,  nor  was  it  necessary  in  the  particular  instance,  as 
the  facts  themselves  established  privity. 

It  was  held  in  Stoneham  vs.  Wyman'  that,  having  refer- 
ence to  Eule  155  of  the  London  Stock  Exchange  rules,  if  a 
jobber  who  has  been  paid  in  full  his  differences  up  to  the 
date  of  the  default  of  a  Broker  with  whom  he  had  dealt, 
subsequently  recovers  from  the  Broker's  customer  a  larger 
sum,  he  is  bound  to  account  to  the  official  assignees  for  an 
amount  equal  to  that  which  he  has  already  received,  and 
the  rule  was  held  to  be  a  reasonable  one.  See  also  Davis 
vs.  Howard,  supra." 

A  usage  of  the  Toronto  Stock  Exchange  that  all  trans- 
actions must  be  "  settled  "  on  the  following  day,  or,  if  Sat- 
urday intervenes,  on  the  following  Monday,  has,  in  Boultbee 
vs.  Growski,*  been  held  reasonable,  in  which  case  it  was 
also  held  that  the  word  "  settled  "  meant  the  completion 
of  the  transaction,  and  if  the  purchasing  Broker  does  not 
disclose  his  principal  on  the  day  of  settlement,  he  incurs  a 
personal  responsibility. 

^  See  p.  429.  *  29  Can.  S.  C.  54;  24  Ont.  App. 

'  6  Com.  Cas.  174.  502. 

•L.R.24Q.  B.D.  691. 
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in.  Cases  in  which  Usages  hare  been  Rejected. 

(a.)  In  the  United  States, 

There  are  in  the  United  States  a  number  of  cases  arising 
out  of  transactions  in  stocks  in  which  the  usages  of  Brokers 
have  been  rejected.  A  close  examination  of  some  of  these 
decisions,  however,  shows  that  in  many  instances  they  are 
utterly  irreconcilable  with  the  rules  which  we  have  laid 
down,  as  well  as  with  the  theory  upon  which  usage  is 
admitted  in  evidence. 

Beginning  mth  the  cases  in  the  State  of  New  York,  we 
find  the  well-known  case  of  Allen  vs.  Dykers.^  In  that 
case  it  appeared  that  A.  borrowed  of  D.,  a  Stock-broker,  a 
certain  sum  of  money,  for  which  he  placed  in  his  bands  as 
collateral  security  certain  bank  stock,  at  the  same  time 
giving  to  the  Broker  a  promissory  note  agreeing  to  pay  the 
loan  at  a  time  stated,  and,  in  default,  empowering  the 
Broker  to  sell  the  same  at  the  Board  of  Brokers.  The 
Broker  immediately  transferred  the  stock  into  his  own 
name,  and,  before  the  maturity  of  the  note,  pledged  or  parted 
with  the  same. 

In  defence  of  an  action  against  the  Broker,  brought  to 
recover  the  difference  between  the  value  of  the  stock  and 
the  money  loaned,  he  offered  to  prove  that,  when  Brokers 
took  assignments  of  stocks  as  collateral  security  for  the 
money  loaned,  it  was  not  the  custom  to  retain  the  stocks  in 
specie,  but  to  transfer  it  by  hypothecation  or  otherwise,  if 
they  thought  proper ;  and,  on  payment  or  tender  of  the 
principal  debt,  to  return  to  the  debtor  an  equal  quantity  of 
the  same  kind  of  stock,  and  that  this  custom  was  known  to 
the  plaintiff  when  the  transaction  was  made.    The  court  held 

^  3  HiU,  593;  aff'd  7  id.  497 
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that  this  evidence  was  illegal  and  properly  ruled  out.  The 
Brokers  proved  that  from  the  date  of  the  note  until  after 
it  fell  due  they  had  a  larger  quantity  of  stock  than  that 
mentioned  in  the  note;  but  it  appeared  that  all  of  this 
stock,  except  seventy-two  shares,  stood  in  the  names  of  per- 
sons to  whom  it  had  been  pledged  as  collateral  security  for 
various  loans  made  to  defendants,  the  Brokers.  The  court 
said :  '*  The  defendants  being  Stock-brokers  and  dealers  in 
Stock,  their  counsel  offered  to  prove  on  the  trial  that  it  was 
the  usage,  when  stock  was  transferred  to  such  dealers  by 
way  of  collateral  security,  not  to  hold  it  specifically,  but  to 
transfer  it  by  hypothecation  or  otherwise,  at  pleasure,  and, 
on  payment  or  tender  of  the  money  advanced,  to  return  an 
equal  quantity  of  the  same  kind  of  stock;  also  that  this 
usage  was  general,  and  known  to  the  agent  who  made  the 
loan  in  question.  The  object  of  the  offer  was  to  lay  the 
foundation  for  insisting  that  the  usage  should  be  regarded 
as  incorporated  in  and  forming  part  and  parcel  of  the  agree- 
ment, thus  making  the  latter  import  a  consent  on  the  part 
of  the  plaintiff  that  the  defendants  might  use  the  stock 
during  the  running  of  the  loan,  the  same  as  if  they  were 
the  absolute  owners.  It  is  not  necessary  to  determine  what 
effect  would  he  due  to  suchpi'oof  in  the  case  of  a  simple 
pledge^  as  collateral  security  without  any  further  agreement. 
Possibly  the  known  usage  in  like  cases  might  be  considered 
as  attaching  itself  to  the  transaction,  and  constituting  a 
part  of  it.  But  where  the  parties  have  chosen  to  prescribe 
for  themselves  the  terms  and  conditions  of  the  loan,  they 
must  be  held  to  abide  by  them,  and  we  are  especially 
bound  to  refuse  effect  to  any  general  or  particular  usage 
when  in  direct  contravention  of  the  fair  and  legal  import  of 

a  written  contract.'* 
29 
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The  ground  upon  whioh  the  court  rested  its  judgment  in 
this  case — viz.,  that  the  usage  in  question  conflicted  with 
the  terms  of  the  contract — is  perfectly  sound.  But  did  the 
usage  conflict  with  the  written  contract?  There  was 
nothing  said  in  the  contract  as  to  what  disposition  might  be 
made  of  the  stock  during  the  pendency  of  the  loan  ;  but  the 
argument  of  the  learned  judge  delivering  the  opinion  was 
that  it  was  to  be  inferred,  from  the  language  contained  in 
it,  that  no  disposition  could  be  made  of  the  same  by  the 
pledgee,  upon  the  maxim  Expressio  unites  est  exdusio  aUe- 
rius.  With  the  utmost  defei*ence  for  the  opinions  of  Chief- 
justice  Nelson,  it  seems  to  us  that,  in  the  absence  of  express 
provision  to  the  contrary,  the  usage  mentioned  should  have 
been  held  operative.  The  knowledge  of  the  usage  made  it 
a  part  of  the  contract,  and  there  is  no  room  for  the  applicar 
tion  of  the  maxim.  The  court  sought  to  distinguish  the 
case  from  Nourse  vs.  Prime,^  on  the  ground  that  in  the 
latter  case  the  Stock-brokers  proved  that  they  had  always 
on  hand  a  number  of  shares  equal  to  the  amount  pledged  with 
them,  whereas  in  the  present  case  there  was  no  such  proof. 
It  is  very  difficult,  however,  when  the  facts  of  both  cases  are 
carefully  analyzed,  to  reconcile  them;  for  it  did  appear  in 
Allen  vs.  Dykers  that  the  Brokers  were,  during  the  existence 
of  the  pledge,  the  owners  of  more  than  the  number  of 
shares  pledged  with  them.  The  fact  that  the  Stock-brokers 
had  pledged,  for  the  purposes  of  their  business,  nearly  all 
of  the  particular  stock  held  by  them  does  not  affect  the 
question,  because  the  Brokers  could  have  repossessed  them- 
selves of  it  by  paying  off  the  loan. 

The  doctrine  of  Allen  vs.  Dykers  does  not  seem  to  have 

1 4  Johns.  Ch.  490;  7  id.  60. 
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been  very  heartily  accepted  by  the  Court  of  Appeals  in  the 
subsequent  case  of  Horton  vs.  Morgan  ;  ^  for  although  it  was 
quoted  by  counsel  in  the  argument,^  it  was  not  mentioned 
in  the  opinion ;  and  the  court  seems  to  have  regarded  the 
question,  which  was  apparently  settled  in  Allen  vs.  Dykers, 
as  still  open,  by  saying,  '^  It  is  unnecessary  to  pass  upon 
the  ruling  by  which  evidence  was  admitted  to  show  the 
custom  of  Brokers  to  sell  and  hypothecate  stock  held  by 
them  as  security  on  advances,  and  we  do  not  give  any 
judgment  upon  that  question."  Yet  the  case  has  never  been 
directly  overruled. 

It  seems  to  us  that  there  can  be  no  substantial  reason  to 
charge  a  pledgee  with  a  conversion  of  securities  for  parting 
with  or  repledging  the  same,  where  he  can  establish  that  the 
usages  of  Stock-brokers,  and  the  peculiar  nature  of  their  busi- 
ness, known  to  the  pledgor,  permits  and  makes  such  a  prac- 
tice necessary ;  and  where,  upon  the  expiration  of  the  loan, 
or  upon  demand,  as  the  case  may  be,  the  pledgee  is  ready  to 
deliver  to  the  pledgor  shares  of  the  identical  character  de- 
posited with  him.' 

M9  N.  Y.  170.  sell  commercial  paper  pledged  as 
'  See  Brief  of  Counsel,  N.  Y.  Ct.  security  for  a  loan,  at  private  sale, 
of  App.  Dec.,  on  file  in  N.  Y.  Law  and  for  the  best  price  that  could  be 
Inst.  obtained,  after  demand  of  payment 
'  See,  as  sustaining  these  views,  and  notice  that  such  sale  would  be 
Horton  vs.  Morgan,  19  N.  Y.  170;  made  in  case  of  default  The  court 
Lawrence  vs.  Maxwell,  53  id.  19;  see  said  that  such  a  custom,  if  it  exist- 
also  Ch.  III.  p.  250.  On  the  other  ed,  would  be  illegal  and  void.  See 
hand,  as  sustaining  Allen  vs.  Dy-  also  Transcontinental  Co.  vs.  Hil- 
kers,  see  Taylor  vs.  Ketchum,  35  mers,  20  Fed.  Rep.  717;  Jones  on 
How.  (N.  Y.)  Pr.  289;alsoCurrievs.  Fledges,  2d  ed.  p.  538  et  seq.,  and 
Smith,  4  N.  Y.  Leg.  Obs.  343;  cases  cited.  In  Allen  vs.  Dubois, 
Wheeler  vs.  Newbould,  16  N.  Y.  117  Mich.  115,  it  was  held  that  in 
393,  where  the  court  held  that  evi-  the  case  of  collateral,  pledged  to  se- 
dence  was  inadmissible  of  a  local  cure  a  loan,  the  pledgor  is  entitled 
usage  in  the  city  of  New  York  to  to  a  return  of  the  identical  shares 
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The  next  case  which  we  shall  notice  is  the  familiar  one  of 
Markham  vs.  Jaudon.'  We  have  already  criticised  this  case 
in  this  chapter  in  connection  with  the  question  of  usage,' 
and  it  is  unnecessary  to  devote  much  space  to  it  here.  In 
that  case  the  defendants,  in  answer  to  an  action  for  the 
conversion  of  certain  stocks  which  they  were  "  carrying  "  for 
the  plaintiff  on  margin,  offered  to  prove  the  existence  of  a 
custom  in  the  city  of  New  York  between  Brokers  and  their 
Clients  by  which  Brokers  have  the  right  to  sell  out  the 
Clients'  stocks  on  the  exhaustion  of  the  margin.  The  court, 
in  commenting  upon  such  evidence,  said:  "This  was  an 
offer  not  to  explain  the  meaning  of  particular  terms,  or  to 
prove  attending  circumstances  to  enable  the  court  to  con- 
strue the  agreement,  but  to  change  the  rights  of  the  parties 
to  a  contract.  By  the  law,  as  I  have  interpreted  it,  the 
customer  did  not  lose  the  title  to  his  stock  by  any  process 
less  than  a  sale  upon  reasonable  notice,  or  by  judicial  pro- 
ceedings. The  Broker  has  no  right  to  sell  without  such 
a  notice.  A  practice  or  custom  to  do  otherwise  would 
have  no  more  force  than  a  custom  to  protest  notes  on  the 
first  day  of  grace,  or  a  custom  of  Brokers  not  to  jm7*chase  the 
shares  at  all,  in  a  case  like  the  present,  but  to  content  them- 
selves with  a  memorandum  or  entry  in  their  books  of  the 
contract  made  with  their  customer.  Such  practice,  in  each 
case,  would  be  in  hostility  to  the  terms  of  the  contract,  an 
attempt  to  change  its  obligations,  and  would  be  void.  The 
proof  could  not  therefore  be  legally  given." 

pledged  if  he  can  identify  them,  Pa.  St.  80;  Hubbell  vs.  Drexel,  11 

although  if  a  Broker  buys  stock  and  Fed.  Rep.  115. 

holds  it  as  security  for  moneys  ad-  Ml  N.  Y.  245.     For  history  of 

vanced,  a  sufficient  number  of  the  this  case,  see  Ch.  III.  p.  191,  and 

same  kind  of  shares  need  only  be  Ch.  on  '' Measure  of  Damages.'' 

returned.     See  Stuart  vs.  Bigler,  98  *  Ante,  p.  418. 
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The  objections  to  the  conclusions  reached  in  this  case,  as 
above  set  forth,  may  be  thus  summarized. 

I.  There  is  no  doubt  but  that  the  ^^  notice  "  alluded  to 
could  have  been  waived  by  express  agreement.^  A  knowl- 
edge of  the  existence  of  a  usage  to  sell  without  notice  would 
have  the  same  effect,  and  should  be  regarded  as  incorporated 
in  the  contract.^ 

II.  Under  the  circumstances  disclosed,  this  usage  was  a 
perfectly  reasonable  one,  and  it  is  erroneous  to  consider  the 
case  as  if  it  were  one  of  pure  bailment  arising  between 
pledgor  and  pledgee. 

III.  The  question  has  been  settled  differently  in  England.^ 
There  are  but  two  other  cases  in  the  State  of  New  York 

upon  this  question  of  usage,  to  which  we  deem  it  necessary 
to  call  special  attention — viz.,  Spear  vs.  Hart,*  and  Lombardo 
vs.  Case."  In  Spear  vs.  Hart,  the  court  held,  in  accordance 
with  the  general  rule  upon  the  subject,  that  on  a  sale  of 
stock  deliverable  at  a  future  day  at  the  option  of  the  seller, 
a  dividend  declared  before  the  sale,  but  not  payable  until 
after  the  day  fixed  for  the  delivery  of  the  stock,  belongs  to 
the  seller,  and  does  not  pass  to  the  buyer  under  the  contract. 
The  effect  of  this  rule  was  sought  to  be  changed  by  the  in- 
troduction of  a  usage  of  Wall  Street.  This  evidence  was 
ruled  out. 

The  defendant  had  agreed  to  deliver  certain  railway  stock, 
seller's  option,  in  ten  days  from  March  28,  1865.  This 
matured  on  the  7th  of  April.  On  the  23d  of  March  the 
railroad  company  declared  a  dividend  of  five  per  cent,  pay- 

>  Baker  vs.  Drake,  66  N.  Y.  518.  ket  vs.  Ellis,  32  Leg.  Int.  82;  s.  c.  10 

'  See  also  ante,  p.  424.  Fhila.  (Pa.)  375;  see  aJso  Coibett  vs. 

'  Lacey    vs.    Hill    (Scrimgeour's  Underwood,  83  HI.  324. 

Qaim),  L.  R.  8  Ch.  App.  921,  and  *  3  Rob.  420. 

practically  in  Pennsylvania.    Col-  » 30  How.  (N.  Y.)  Pr.  117. 
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able  on  the  10th  of  April,  and  closed  their  transfer-books  on 
the  31st  of  March.  The  court,  through  Monell,  J.,  said  : 
^^  I  do  not  think  such  a  custom  could  alter  well-settled  prin- 
ciples applicable  to  the  law  of  contracts.  .  .  .  But  under  a 
contract  to  sell  100  shares  of  stock,  a  custom  that  something 
more  passes  to  the  purchaser  cannot  be  allowed.  It  varies 
the  agreement  by  adding  to  it,  and  it  would  not  be  merely 
an  explanation  or  interpretation  of  it." 

The  facts  of  this  case  are  very  meagrely  reported,  and  it 
does  not  appear  whether  the  sale  was  made  on  the  Stock 
Exchange.  The  invariable  rule  or  usage  of  Stock-brokers  is 
to  sell  stock  with  the  "  dividend  on,"  until  the  books  are 
closed,  after  which  event  the  stock  sells  "  ex  dividend."  * 

Under  ordinary  circumstances,  therefore,  the  purchaser 
in  the  above  case  would  have  been  entitled  to  all  dividends 
on  the  stock  at  the  time  of  the  closing  of  the  books  on  the 
31st  of  March,  the  sale  having  been  made  before  that  time,' 
that  fact  actually  entering  into  and  affecting  the  market  price ' 
of  the  stock.  And,  according  to  the  views  which  we  have 
already  expressed,  such  a  usage  is  perfectly  valid,  because  it 
becomes  a  part  of  the  contract  of  the  parties.  Persons  enter- 
ing into  agreements  through  Brokers  understand  that  sales 
of  stock  made  at  the  Board  of  Brokers  at  any  time  before 
the  day  fixed  for  the  closing  of  the  transfer-books  of  the 
company,  declaring  a  dividend  payable  at  a  future  day, 
carry  with  them  the  dividend  so  declared,  and  the  price  is 
regulated  accordingly.  After  the  books  are  closed,  the  sales 
are  understood  to  be  '^  ex  dividend,"  and  the  price  is  accord- 
ingly affected  by  the  fact  that  the  seller  retains  and  is  to 
collect  the  dividend.' 

^  See  Art.  XXXII.,  Sec.  1,  Const.  '  These  usages  were  recognised  in 
N.  Y.  Stock  Exchange.  the  case  of  HiU  vs.  Newichawanick 
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So,  in  Lombardo  vs.  Case,  the  contract  made  by  a  Stock- 
broker was  as  follows:  " New  York,  October  8, 1863.  For 
value  received,  the  bearer  may  call  on  me  for  one  thousand 
shares  of  the  stock  of  the  Cleveland  and  Pittsburgh  Eailroad 
Company,  at  one  hundred  and  seventeen  (117)  per  cent,  any 
time  in  six  months  from  date,  without  interest.  The  bearer 
is  entitled  to  all  dividends  declared  during  the  time  to  half- 
past  one  p.  M.  each  day."  It  was  held,  on  demurrer  to  the 
complaint  for  a  dividend  declared  prior  to  the  making  of  the 
contract,  that  an  alleged  custom  among  Brokers  and  dealers 
in  stocks,  that  the  words  ^^  dividends  or  surplus  dividends  "  in 
the  contract  were  intended  to  mean  dividends  declared  on 
the  stock  without  regard  to  whether  they  had  been  announced 
before  or  after  the  date  of  the  contract^  provided  that  on  the 
day  the  contract  was  made  the  stock  was  selling  in  the 
market  "  dividend  on^'*  and  not  "  ex  dividend,"  would  not 
be  allowed  to  be  proved  on  the  trial,  for  the  reason  that 
effect  could  not  be  given  to  the  custom  without  making  a 
new  contract  between  the  parties,  as  six  months  from  date 
could  not  mean  or  include  "  a  day  or  two  before  date."  Con- 
sequently, a  dividend  of  four  per  cent,  which  had  been  de- 
clared and  announced  at  the  time  of  the  making  of  the  con- 
tract, could  not  be  recovered  by  the  purchaser,  although  the 

stock  was  then  selling  ^'  dividend  on."  ^ 

In  Harris  vs.  Tumbridge,^  it  was  held  proper  to  exclude 
proof  that  it  was  common  for  parties  purchasing  ^^  straddles  " 

Co.,  8  Hun  (N.  Y.),  459,  aff'd  71  N.  usage  was  also  hddproperiy  rejected 

Y.  593.    But  see  Jones  vs.  R.  Co.,  when  the  contract  was  made  out- 

57  N.  Y.  196.  side  of  the  Stock  Exchange,  and  the 

'  Lombardo  vs.  Case,  30  How.  (N.  Broker  was  not  a  member  thereof. 

Y.)  Pr.  117;  Hopper  vs.  Sage,  12  N.  Id. 

Y.  WeMy  Dig.  78;  s.  c.  on  new  trial,  '  83  N.  Y.  92. 
112  N.  Y.  530.    Evidence  of  the 
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to  operate  in  stocks,  holding  the  straddle  as  security ;  but 
no  custom  or  usage  such  as  to  modify  the  contract,  or  be- 
come interwoven  with  its  terms,  was  in  any  manner  shown 
in  that  case.  The  court  said  that  ^^  a  custom  or  usage  which 
binds  the  parties  to  a  contract  does  so  only  upon  the  principle 
either  that  they  have  knowledge  of  its  existence,  or  that  it 
is  so  general  that  they  must  be  supposed  to  have  contracted 
with  reference  to  it." 

In  closing  this  criticism  of  the  New  York  cases,  in  which 
the  usages  of  Stock-brokers  have  been  rejected,  we  are  com- 
pelled to  say  that  they  are  far  from  being  satisfactory. 

The  usages  of  Brokers,  bankers,  and  others  cannot  be  set 
up  to  defeat  the  well-settled  and  universally  applied  prin- 
ciple of  the  commercial  law  that  the  purchaser  of  negotiable 
paper  past  due  takes  it  subject  to  the  equities  of  other  par- 
ties, and  can  acquire  no  better  title  than  his  transferror.^ 
In  the  last  cited  case  a  number  of  United  States  Treasury 
notes  had  been  stolen  from  an  express  company  and  pur- 
chased by  a  firm  of  bankers,  after  the  date  at  which  they 
were  payable  or  convertible  into  bonds.  Evidence  was  in- 
troduced to  show  that  securities  of  the  kind  in  question 
continued  to  be  bought  and  sold  by  bankers  and  Brokers 
after  they  had  become  due.  The  court  held  that  this  fact 
did  not  avail  to  alter  the  law.  ^'  Bankers,  Brokers,  and 
others,"  said  the  court,  "  cannot,  as  was  attempted  in  this 
case,  establish  by  proof  a  usage  or  custom,  in  dealing  in  such 
paper,  which  in  their  own  interest  contravenes  the  estab- 
lished commercial  law.  If  they  have  been  in  the  habit  of 
disregarding  that  law,  this  does  not  relieve  them  from  the 
consequences,  nor  establish  a  different  law." 

^  Vennilye  vs.  Adams  Exp.  Co.,  21  WaJl.  139. 
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A  close  examination  of  this  case  will  show,  however,  that 
the  evidence  offered  did  not  amount  to  a  proof  of  a  general 
usage  of  Bankers  and  Brokers  to  deal  in  negotiable  paper 
after  it  was  due,  and  to  treat  it  as  not  due,  and  the  case 
should  be  confined  to  the  peculiar  facts  there  stated.  More- 
over, there  seems  to  be  an  insuperable  objection  to  such  a 
usage,  as  it  would  operate  to  defeat  the  rights  of  third  per- 
sons not  parties  to  it.  Usage  is  only  admissible  as  forming 
a  part  of  a  contract.  In  the  case  in  question  the  dispute 
was  between  adverse  claimants  for  the  possession  of  certain 
personal  property,  the  Treasury  notes,  and  it  is  not  very 
clear  bow  such  a  usage  as  that  invoked  could  avail  in  such 
a  controversy.* 

The  subject  of  usages  was  considered  in  the  case  of  Evans 
vs.  Wain,*  by  the  Supreme  Court  of  Pennsylvania.  There 
the  plaintiffs  employed  M.  &  Bro.,  Brokers,  in  Philadelphia, 
to  sell  certain  stock  for  them.  M.  &  Bro.  in  turn  employed 
one  W.,  another  Broker  in  Philadelphia,  to  sell  the  stock, 
and  the  sale  was  eventually  made  through  the  defendants. 
Stock-brokers  in  Kew  York.  TV.  being  in  debt  to  the  de- 
fendants, and  becoming  insolvent,  the  latter  deducted  the 
amount  of  such  indebtedness  from  the  proceeds  of  the  sale 
of  plaintiffs'  stock,  and  remitted  the  balance.    In  an  action 

^  As  certificates  of  stock  are  not  A  custom  of  the  New  York  Cotton 
negotiable,  a  custom  of  Stock-  Exchange  that  a  Broker  may  sell 
brokers  to  the  contrary  cannot  be  before  the  contract  matures,  when 
proved.  East  Birmingham  Land  the  principal  does  not  advance  mar- 
Co.  vs.  Dennis,  2  L.  R.  A.  836,  and  gins,  does  not  bind  the  latter  unless 
cases  cited.  A  custom  of  the  Pe-  known  to  him.  Blakemore  vs.  Hey- 
troleum  Exchange  that  all  deliv-  man,  23  Fed.  Rep.  648.  See  also 
eriee  of  oil  should  be  of  oil  that  had  Higgins  vs.  McCrea,  23  Fed.  Rep 
storage  charges  paid  thereon,  does  782;  116  U.  S.  671;  Dillard  vs. 
not,  in  the  absence  of  contract,  bind  Paton,  19  Fed.  Rep.  619. 
one  not  a  member.  Waugh  vs.  Sea-  '  71  Pa.  St.  69. 
board  Bank,  54  N.  Y.  Super.  Ct.  283. 
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by  the  plaintiffs  to  recover  the  foil  purchase-monej,  it  was 
shown  that  the  defendants  knew  that  the  stock  belonged 
to  the  plaintiffs,  and  that  W.  was  acting  as  Stock-broker 
for  them.  The  defendants  offered  to  prove  a  costom  by 
which  Brokers  keep  transactions  with  one  party  all  in  one 
account,  and  remit  the  balance.  This  was  ruled  out.  The 
appellate  court  held  that  the  ruling  was  correct,  and  that 
such  a  custom,  if  proved,  would  have  constituted  no  defence, 
as  the  defendants  had  no  right  to  credit  W.'s  account  with 
the  proceeds  of  the  stock :  he  was  not  the  owner  of  it,  and 
had  no  title  or  claim  to  its  proceeds ;  the  defendants  had 
not  received  the  stock  from  W.,  and  they  were  not  bound 
to  acdbunt  to  him  for  the  price  at  which  it  was  sold. 

As  it  was  not  shown  that  the  account  of  W.  was  credited 
with  the  proceeds,  the  court  held  that  it  was  clear  the  case 
was  not  within  the  operation  of  the  custom,  if  any  such 
existed.  The  court,  in  conclusion,  based  its  reason  for  re- 
jecting such  evidence  upon  the  following  ground :  "  If  there 
is  a  custom  among  Stock-brokers,  when  dealing  with  others, 
to  appropriate  money  belonging  to  the  principal  to  the  pay- 
ment of  his  Broker's  indebtedness,  the  sooner  it  is  abolished 
the  better — Malus  usics  est  aholendus,  A  custom  so  iniqui- 
tous can  never  obtain  the  force  or  sanction  of  law,  and  the 
marvel  is  that  it  should  be  set  up  as  a  defence  in  this  ac- 
tion." It  will  be  observed  that  not  even  the  express  agree- 
ment of  W.  could  have  produced  the  result  claimed  for  by 
defendants.^ 

^To    same    effect,    Fiaher    vs.  tive    instructions    (Barksdale    vs. 

Brown,  104  Mass.  269;  Pearson  vs.  Brown,  1  Nott.  &  M.  [S.   C]  517). 

Scott,  38  L.  T.  (n.  s.)  747;  see  also  In  Blackburn  vs.  Mason,  68  Law  T. 

Sweeting  vs.  Pearce,  7  C.  B.  (n.  s.)  510,  this  custom  was  held  unrea- 

449;  and  no  usage  will  authorize  a  sonable,   and   not  binding  on  the 

factor  or  agent  to  depart  from  posi<  client  unless  he  agreed  to  be  bound 
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In  another  Pennsylvania  case  ^  the  custom  averred  was 
rejected,  but  not  on  its  merits.  Plaintiff  bought  from  de- 
fendants (bankers  and  Brokers  in  Philadelphia)  certain 
stocks  and  bonds,  with  an  option  to  plaintiff  at  the  end  of 
a  year  from  the  date  of  the  contract,  April  21,  1890,  to  re- 
sell them  at  cost  to  defendants,  who  subsequently  made  an 
assignment.  Plaintiff  exercised  his  option  on  April  22, 
1891,  and  it  was  held  that  the  general  rule  that  ^^  one 
year  from  the  date  of  the  contract "  was  to  be  computed 
by  excluding  the  day  of  the  date,  could  not  be  modified  by 
an  averment  by  defendants  on  information  and  belief  of  a 
good  general  custom  in  New  York,  Boston  and  Philadelphia, 
known  to  dealers  in  bonds  and  stocks,  that  an  option  to  sell 
at  the  end  of  a  given  period  expired  on  the  last  day  of  such 
period,  and  that  therefore  plaintiff  was  one  day  late,  as  the 
defendants  were  bankers  and  Brokers,  who  presumably  knew 
the  customs  of  such  business,  but  they  did  not  allege  such 
custom  of  their  own  knowledge,  nor  their  ability  to  prove  it, 
and  moreover  the  custom  was  alleged  to  be  known  to  dealers 
in  bonds  and  stocks,  without  saying  that  plaintiff  was  such 
a  dealer.  But,  waiving  these  defects,  the  custom  alleged  was 
as  to  an  option  to  sell  at  the  end  of  any  given  period,  whereas 
the  contract  provided  for  an  option  to  demand  a  rescission 

by  it,  and  in  Croflsley  vs.  Magniac,  Evans  vs.  Wain,  supra,  the  court 

(1S93)  1  Ch.  594,  the  evidence  failed  held  defendant  Brokers  liable  for  a 

to  prove  this  custom,  and  the  court  conversion,  inasmuch  as  they  were 

said  that,  even  if  it  were  proved,  it  aware   that   their   correspondent's 

could  not  bind  a  foreign  principal  client  was  the  owner,  although,  if 

from  whom  the  London  Broker  re-  they  had  not  such  knowledge,  and 

ceived,  through  the  country  Broker,  as  a  blank  assignment  was  attached 

a  power   of   attorney   to   sell   his  to  the  certificate,  they  would  not  be 

shares.    See    also    Anderson    vs.  liable. 

Sutherland,   13  Times  L.  R.  163.  » Weld  vs.  Barker,  153  Pa.  St 

In  Ryman  vs.  Gerlach,  153  Pa.  St.  465;  26  Atl.  239. 
197,  in  a  state  of  facts  similar  to 


1 
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of  a  sale  after  a  year  of  obligatory  retention  by  the  porchaser 
of  the  stocks  sold. 

Proof  of  a  local  custom  in  the  oil  trade,  to  regard  fature 
sales  of  oil,  at  an  advance  of  the  market  price  at  the  time  of 
the  contract,  as  merely  to  be  settled  by  payment  of  diflfer- 
ences,  cannot  be  allowed,  when  its  effect  will  be  to  vary  the 
terms  of  a  written  contract.* 

It  was  held  in  Commonwealth  vs.  Barrett,^  that  no  custom 
of  Brokers  can  legalize  fraud. 

Massachusetts  furnishes  several  instances  where  the  usages 
of  Brokers  have  been  rejected.  In  Parsons  vs.  Martin,*  which 
appears  to  be  the  earliest  reported  casein  that  State  upon  the 
subject,  it  was  held  that  a  Broker  to  whom  a  certificate  of 
shares  in  a  corporation  were  intrusted  by  their  owner,  with 
written  directions  to  sell  under  circumstances  specified,  had 
no  right  to  transfer  the  shares  for  any  other  purpose,  to  the 
name  of  another  person  or  his  own  name,  and  that  evidence 
was  inadmissible  of  a  custom  among  Brokers  so  to  do ;  and 
the  owner  may  treat  such  transfer  as  a  sale,  and  recover  of 
the  Broker  the  market  price  of  the  shares  on  the  day  of  the 
transfer,  although  the  Broker  afterwards  tenders  him 
another  certificate  of  an  equal  number  of  such  shares,  which 
he  refuses  to  receive  and  does  not  retransfer  to  the  Broker. 

The  court  further  held  that  a  custom  among  Stock-brokers 
in  Boston,  permitting  a  Broker  to  make  a  sale  of  stock,  not 
on  account  of  plaintiff,  but  for  some  other  person,  using  plain- 
tiff's shares  for  that  purpose,  and  replacing  them  with  other 
shares  of  a  like  kind,  was  bad.  No  usage  or  custom  such  as 
that  which  defendant  attempted  to  show  could  affect  the  le- 
gal rights  of  the  parties ;  nor,  if  fully  proved,  would  the  law 

^Scofield   vs.   Blackman,  17  W.       » 40  Leg.  Int.  (Pa.). 474. 
N.  C.  (Pa.)  518.  '  77  Mass.  111. 
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sustain  or  tolerate  it.  Proof  of  usage  is  admissible  to  inter- 
pret the  meaning  of  the  language  of  the  contract,  or,  where 
its  meaning  is  equivocal  and  obscure,  to  ascertain  its  nature 
and  extent,  but  not  to  vary  its  terms  or  introduce  new  con- 
ditions, or  authorize  the  doing  of  acts  which  are  in  direct  con- 
tra^ention  of  its  provmoiu. 

"From  these  considerations,"  said  the  court,  "it  is  ob- 
vious, and,  indeed,  it  seems  to  be  a  necessary  consequence 
from  them,  that  the  general  proposition  stated  by  the  court, 
'  that  if  the  defendant  caused  the  shares  of  stock  belonging 
to  the  plaintiff  to  be  transferred  to  himself,  in  such  a  way 
and  under  such  circumstances  that  they  were  not  afterwards 
to  be  traced  or  distinguished  from  other  shares  held  by 
the  defendant,  such  a  transfer,  if  made  without  the  plain- 
tiff's authority,  could  not  be  justified  by  any  usage  to  that 
effect  among  Brokers,'  was  correct.  And,  having  thus 
violated  his  duty  by  making  a  disposition  of  the  stock  which 
was  unauthorized  and  unjustifiable,  he  became  immediately 
responsible  for  the  value  of  the  property  with  which  he  had 
been  intrusted.  It  was,  in  effect,  a  conversion  of  it  to  his  own 
use.  It  is  no  defence  to  a  claim  arising  under  an  unlawful  con- 
version of  property  by  such  an  unauthorized  preceeding  as 
this,  that  the  defendant  was,  at  all  times  afterwards,  either 
actually  possessed  of,  or  had  the  means  of  immediately  obtain- 
ing, other  shares  of  stock  in  the  same  company  of  equal  value 
with  those  disposed  of,  which  he  was  ready  and  intended, 
whenever  called  upon,  to  substitute  for  those  belonging  to 
the  plaintiff  which  he  had  disposed  of.  The  misappropria- 
tion had  already  taken  place,  the  wrong  had  been  done,  and 
the  right  to  an  adequate  remedy  had  already  accrued.  The 
shares  which  the  plaintiff  had  owned  could  no  longer  be 
identified,  and  there  was  no  pretense,  therefore,  that  they 
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could  ever  be  restored  to  him.  He  was  not  bound  to  take 
others  in  their  Sitead,  but  was  entitled  to  recompense  for 
those  which  had  been  unlawfully  taken  from  him." 

We  have  set  out  thus  fully  the  views  of  the  court  in  this 
case  because,  although  the  general  result  reached  in  the  case 
may  be  correct,  this  reasoning  directly  conflicts  with  the 
Kew  York  cases,  in  which  it  is  held  that  a  Broker  purchas- 
ing shares  on  margin,  or  speculatively,  is  not  bound  to  keep 
on  hand  the  identical  stock  purchased,  but  that  he  fulfils  his 
duty  to  his  Client  by  having  ready  to  deliver,  upon  demand, 
similar  shares  of  stock — there  being  no  difference  between 
them,  one  share  being  equal  in  value  to  the  other.^ 

In  Pickering  vs.  Demeritt '  the  court  intimated  that  it 
would  be  very  difficult  to  support  a  usage  by  which  a  Broker 
employed  to  purchase  stock  might,  without  the  knowledge 
of  his  principal,  buy  the  stock  of  himself.  In  another  case" 
it  was  held  that  a  certificate  of  stock  expressing  on  its  face 
to  be  "  transferable  only  on  the  books  of  the  company  by 
the  holder  thereof  in  person,  or  by  a  conveyance  in  writing 
recorded  on  said  books,  and  surrender  of  this  certificate,"  and 
transferred  in  blank  upon  its  back,  is  not  a  negotiable  instru- 
ment. The  certificate  was  in  the  name  of  *'  E.  Carter, 
Trustee."  In  this  case  it  was  attempted  to  be  shown  that  it 
was  usual  with  dealers  in  the  stock  market  to  deliver,  by 
way  of  sale  or  pledge,  certificates  of  stock  with  a  blank  trans- 
fer upon  the  back ;  that  it  is  usual  for  holders  of  certificates 
of  stock  transferred  in  blank  to  fill  them  up  by  inserting  the 
name  of  some  person  as  transferee  or  purchaser ;  that  it  is  a 
matter  of  common  occurrence  for  certificates  of  stock  to  be 

*  See  this  subject  discussed  in  Ch.  '  Shaw  vs.  Spencer,  100  Mass. 
III.  p.  252.  382;  cited  and  approved  in  Fisher 

>  100  Mass.  416.  vs.  Brown,  104  id.  261. 
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issued  in  the  name  of  some  other  person  as  trustee ;  that  cer- 
tificates of  stock  issued  to  a  designated  person  as  trustee  are 
constantly  bought  and  sold  in  the  stock  market  by  a  simple 
endorsement  of  the  certificate  by  the  person  named  as  the 
holder,  without  inquiry  as  to  the  authority  by  which,  or  to 
the  use  or  purpose  for  which,  the  transfer  was  made.  But 
the  judge,  at  the  trial,  ruled  that  the  propositions  were  im- 
material and  inadmissible,  and  the  ruling  was  sustained  on 
appeal.^  The  court  said :  ^'  A  usage  to  disregard  one^s  legal 
duty,  to  be  ignorant  of  a  rule  of  law,  and  to  act  as  if  it  did 
not  exist,  can  have  no  standing  in  the  courts." 

Again,  it  was  held  in  the  same  State'  that  the  order  of  a 
Client  to  a  Broker  to  buy  stock  deliverable  at  any  time,  at 
buyer's  option,  in  sixty  days,  does  not  authorize  the  Broker  to 
buy  the  stock  himself  at  thirty  days,  and  deliver  it  to  his  cus- 
tomer at  the  end  of  sixty  days  at  an  increased  price  and 
interest,  besides  the  usual  commissions,  and  that  a  usage  of 
Brokers  so  to  do  is  bad ;  and  that  an  exchange  of  bought  and 
sold  notes  between  the  Broker  and  the  Client,  and  the  giv- 
ing of  his  note  by  the  latter  in  payment  for  the  stock,  in 

'  An  offer  to  prove  a  similar  cus-  held  in  Bank  vs.  Taliaferro,  72  Md. 

torn  was  ruled  out  in  Pennsylvania  169,  that  evidence  of  such  a  custom 

in  the  case  of  Aull  vs.  Colket,  2  W.  was  properly  excluded,  as  no  such 

N.  C.  322;  33  Leg.  Int.  44;  compare  usage  could  change  the  legal  charac- 

with  these  authorities  the  English  ter  of  a  power  of  attorney  merely  to 

case  of  Goodwin  vs.  Robarts,  L.  R.  sell,  and  authorize  the  attorney  to 

10  Ex.  76,  where  it  is  held  that  ne-  pledge  the  securities  for  his  own 

gotiability  may  be  established  by  debt,  a  result  not  contemplated  by 

usage.     And   see   also    Denny    vs.  the  party  who  executed  the  power. 

Lyon,  38  Pa.  St.  98,  where  the  cus-  And  in  Allen  vs.  St.  I^uis  National 

tom  was  held  vicious.     See,  how-  Bank,  120  U.  S.  20,  a  similar  usage 

ever,  contra,  Pratt  vs.  Tilt,  28  N.  J.  between  banks  and  cotton  Brokers 

Eq.  479;  Jones  on  Pledges,  2d  ed.  in    St.    Louis   was    also    rejected, 

p.  487,  and  cases  cited.     And  see  And  see  Bank  vs.  Bank,  L.  R.  20  Q. 

also  Ryman  vs.  Gerlach,  153  Pa.  B.  D.  232. 

St.  197.     But  it  has  been  recently  >  Day  vs.  Holmes,  103  Mass.  306. 


464  Stock-brokers  and  Stoek  Exchanges. 

ignorance  of  the  Broker^s  conduct,  was  not  a  ratification  of 
his  acts. 

The  court  said :  ''  The  usage  alleged  by  the  plaintiffs  to  ex- 
ist among  Stock-brokers  in  Boston  cannot  avail  them.  There 
are  many  forcible  objections  to  its  validity ;  but  a  conclusive 
one  is,  that  it  is  against  80U7id  policy  and  good  morals.  It 
authorizes  the  Broker,  in  his  discretion,  to  disregard  his  in- 
structions, and,  instead  of  acting  solely  in  the  interests  of 
his  principal,  to  speculate  upon  the  transaction  for  his  own 
benefit.  It  creates  in  an  agent  an  interest  adverse  to  his 
principal,  and  is  inconsistent  with  his  duty  and  the  obliga- 
tions which  the  law  imposes  upon  him  when  he  enters  into 
the  contract  of  agency.  Such  a  usage,  unknown  to  thejprwr 
cipalj  cannot  be  supported."  The  court  cited  the  earlier  case 
of  Pickering  vs.  Demeritt.*  While  the  resvU  reached  in  this 
case  may  be  correct,^  the  ground  upon  which  it  is  put  does 
not  seem  to  be  tenable,  for  the  court  intimates  that  if  the 
usage  had  been  known  to  the  principal  it  might  have  been 
supported ;  yet  the  ground  of  its  rejection  is,  that  it  is  against 
sound  policy  and  good  morals.  If  the  usage  be  against  pub- 
lic policy,  or  contra  honos  morea^  the  courts  would  reject  it, 
whether  known  to  the  principal  or  not,  just  as  they  would 
reject  an  express  agreement  under  the  same  circumstances. 
The  result  of  such  a  usage  would  be  to  convert  a  Broker  into 
a  principal,  and  to  make  him  a  seller  instead  of  an  interme- 
diary. And  if  parties  agree,  and  all  the  circumstances  are 
fair  and  free  from  fraud,  there  would  seem  to  be  no  element 
of  morals  or  public  policy  to  prevent  such  a  transaction. 
Agents  or  Brokers  may  deal  directly  with  their  principals 
the  same  as  third  persons,  and  it  is  only  where  the  Broker 

'  100  Maw.  416.  '  It  is  fully  siistained  in  Robinson 

vs.  Mollett,  infra,  p.  471. 
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acts  in  a  dual  character  that  the  law  is  shocked  and  his 
transactions  vitiated. 

So  a  custom  of  Stock-brokers,  when  they  receive  an  order 
from  a  Client  to  purchase  securities,  to  assume  it  them* 
selves,  instead  of  making  contracts  with  third  persons,  is 
inadmissible.^ 

In  the  case  of  Oelricks  vs.  Ford '  it  was  held  that  where 
there  was  a  written  contract  for  the  delivery  of  a  certain 
number  of  barrels  of  flour,*  at  a  given  price,  to  be  delivered 
within  a  named  time,  at  the  seller's  option,  and  evidence 
was  offered  by  the  purchaser  of  a  usage  existing  that  a 
margin  should  be  put  up,  the  court  below  was  right  in  re- 
fusing to  allow  this  evidence  to  go  to  the  jury,  because  it 
^as  too  indefinite  and  uncertain  to  establish  a  usage. 

And  in  Clews  vs.  Jaraieson*  a  rule  of  the  Chicago 
Stock  Exchange  by  which,  when  sales  of  the  same  kind  of 
securities  are  made  by  different  Brokers,  and  the  latter's 
accounts  are  balanced  by  other  transactions,  a  substitution 
of  buyer  and  seller  is  made,  and  that  the  principals  are  to 
conform  to  such  rule,  was  held  not  to  bind  a  principal  in  so 
far  as  to  compel  him  to  sell  at  a  lower  figure  than  that  at 
which  he  authorized  his  Broker  to  sell,  nor  to  compel  the 
purchaser  to  buy,  although  the  Brokers  would  be  bound  by 
the  rule.  In  Municipal  Investment  Co.  vs.  Industrial  & 
Gen.  Trust  Co.  *  it  was  held  that  a  usage  of  London  bond 
dealers  which  empowered  them,  after  an  absolute  sale  of 
securities,  to  control  litigation  which  might  affect  their  va- 
lidity, and  charge  the  costs  thereof  to  their  customers, 

• 

'  Commonwealth   vs.   Cooper,   4       '23  How.   (U.  S.)  49;  see  also 
Mass.  L.  R.  (May  4,  1881)  No.  24;   Curtis  vs.  Gibney,  59  Md.  155. 
B.  c.  15  Am.  Law  Rev.  360  (May,       » 89  Fed.  63.    See  Kent  vs.  Wood- 
1881).  hull,  55  N.  Y.  Super.  Ct.  311. 

*  89  Fed.  Rep.  254. 
30 
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would,  wit^ttt  the  ocmsent  of  the  customers,  be  unreason- 
able. 

Evidence  <3i  a  custom  of  St.  Louis  Bankers  and  Brokers 
tbat  a  sale  of  bonds  with  '^  past  due  "  interest  included  in- 
terest accruing  and  not  yet  due,  to  date  of  sale,  is  inad- 
missible, unless  the  principal,  living  in  Kansas  city,  know 
of  it,  and  contracted  in  St.  Louis  in  reference  to  it.^ 

A  custom  of  mining  Stock-brokers  to  charge  an  arbitrary- 
sum  for  telegrams  has  been  held  to  be  unreasonable.' 

(b,)  In  England, 

Although  formerly  the  courts  in  England  were  more  lib- 
eral in  sustaining  the  usages  of  Stock-brokers,  the  tendency 
for  the  past  nearly  quarter  of  a  century  has  been  the  other 
way,  and  the  number  of  such  usages  rejected  by  the  Eng- 
lish courts  nearly  double  those  which  have  not  been  sus- 
tained by  the  American  decisions. 

Stock  transferred  to  secure  advances,  and  which  stock 
was,  by  the  pledgee,  transferred  to  third  persons  by  way  of 
loan,  was  in  In  re  Dennison '  held  a  sale  as  of  the  date  of 
the  latter  transfer,  so  as  to  charge  the  pledgee  with  the 
then  price,  although  the  contention  of  the  pledgee  was  that 
such  loans  of  stock  were  never  considered  sales. 

In  the  case  of  Pearson  vs.  Scott  *  the  plaintiffs,  as  exec- 
utors, instructed  S.,  a  solicitor,  to  have  some  stock  and 
shares  sold,  and  authorized  him  to  receive  the  proceeds  of 
such  sale.  S.  employed  in  the  business  the  defendant,  a  Stock- 
broker, with  whom  he  had  at  the  time  a  current  account 

*Coquard  vs.  Bank  of  Kansas  '3    Yes.    552.    See    Andre   vs. 

City,  12  Mo.  App.  261.  Crawford,  1  Br.  P.  C.  366. 

*  Biarye  vs.  Strouse,  5  Fed.  Rep.  « 38  L.  T.  (n.  s.)  747. 
483. 
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for  difEerenoeSy  upon  private  speculative  transactions  on  the 
Stock  Exchange.  The  defendant,  having  sold  the  prop- 
erty, paid  a  portion  of  the  proce'eds  to  S.,  and  by  his  di- 
rections placed  the  balance  to  the  credit  of  S.  in  the  current 
account.  S.  never  paid  the  balance  to  the  plaintiffs,  but 
subsequently  absconded,  and  was  declared  a  bankrupt.  The 
Court  found  that  the  defendant  had  notice  of  the  agency  of 
S.  in  the  business,  audit  was  held  that  the  defendant  was 
liable  for  the  balance;  and  that  a  usage  of  the  London 
Stock  Exchange  to  the  contrary  would  be  unreasonable,  and 
could  not  be  upheld  in  the  absence  of  knowledge  of  it  on 
the  part  of  the  principal.^ 

In  the  case  of  Duncan  vs.  Hill  ^  the  plaintiffs.  Brokers  on 
the  London  Stock  Exchange,  bought  for  the  defendant  (who 
was  not  a  member  of  the  Stock  Exchange)  certain  shares  for 
the  account  of  the  15th  of  July,  1870,  and  on  that  day,  by  his 
instruction,  carried  them  over  to  the  account  of  the  29th  of 
July,  and  paid  differences  amounting  to  £1688.  The  defend- 
ant, and  various  others,  principals  of  the  plaintiff,  not  having 
paid  the  amount  due  from  them  in  respect  of  contracts  for 
the  15th  of  July,  the  plaintiffs  became  defaulters ;  and  on 
the  18th,  in  conformity  with  the  rules  of  the  Stock  Ex- 
change, they  were  so  declared,  and  their  transactions  were 
closed,  and  accounts  were  made  up  at  the  prices  current  on 
that  day.  On  the  closing  of  the  accounts,  a  further  sum  be- 
came due  from  them  in  respect  of  differences  upon  the  con- 
tracts carried  over  by  them  for  the  defendant.  In  an  action 
to  recover  this  sum  and  the  £1688,  held  (reversing  the  de- 
cision of  the  court  below)  that  the  defendant  was  not  liable 

*  To  same  effect  are  the  American       '  L.  R.  8  Ex.  242.    See  Ellis  vs. 
cases  of  Fisher  vs.  Brown,  104  Mass.   Pond,  (1898)  1  Q.  B.  D.  426. 
259;  Evans  vs.  Wain,  71  Pa.  St.  469. 
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for  anything  beyond  the  J21688,  there  being  no  implied  promr 
ise  by  a  principal  to  his  agent  to  indemnify  him  for  loss 
caused,  not  by  reason  of  his  having  entered  into  the  contracts, 
which  he  was  authorized  to  enter  into  by  the  principal,  but 
by  reason  of  his  own  insolvency  ;  although  the  transaction 
had  been  carried  out  in  accordance  with  the  customs  and 
rules  of  the  Stock  Exchange,  which,  however,  were  not 
proven  to  have  been  known  to  the  defendant.  The  court, 
through  Mr.  Justice  Blackburn,  upon  the  subject  of  usage, 
said  :  ^'  It  must  be  admitted  that  for  any  loss  incurred  by 
the  agent  by  reason  of  his  having  entered  into  such  contracts, 
according  to  such  rules,  unless  they  be  wholly  unreasonable, 
and  where  the  default  is  without  any  personal  fault  of  his 
own,  he  is  entitled  to  be  indemnified  by  his  principal  upon 
an  implied  contract  to  that  effect.  But  it  is  argued  that 
where  the  agent,  as  in  this  case,  is  subjected  to  loss,  not  by 
reason  of  his  having  entered  into  the  contracts  into  which  he 
was  authorized  to  enter  by  his  principal,  but  by  reason  of  a 
default  of  his  own — that  is  to  say,  as  in  this  case,  by  reason 
of  his  insolvency,  brought  on  by  want  of  means  to  meet  his 
other  primary  obligations — it  cannot  be  said  that  he  has 
suffered  loss  by  reason  of  his  having  entered  into  the  con- 
tracts made  by  him  on  behalf  of  his  principal,  and  conse- 
quently there  is  no  promise  which  can  be  implied  on  the  part 
of  his  principal  to  indemnify  him,  and  in  the  present  case 
there  certainly  was  no  express  promise  to  this  effect.  .  .  . 
The  plaintiffs'  insolvency  was,  so  far  as  regards  the  de- 
fendant, entirely  the  result  of  their  own  default."  ^ 

^  But  if  the  client  chooses  to  ao-  found  by  the  assignee  to  be  against 

cept   the  assignee's   closing,  he  is  the   Broker  (Hartas  vs.   Ribbons, 

bound  to  indemnify  the  defaulting  58  L.  J.  Q.  B.  187,  distinguishing 

Broker  in  respect  of  the  difference  Duncan  vs.  Hill,  supra),  and  if  there 
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In  Tompkins  vs.  Saffery  ^  it  appeared  that  C.  was  a  mem- 
ber of  the  Stock  Exchange ;  he  notified  the  secretary  that 
he  v^as  unable  to  meet  his  engagements  on  the  Exchange. 
In  such  a  case  the  roles  of  the  Exchange  prescribe  the  coarse 
to  be  followed :  the  defaulter  ceases  to  be  a  member  of  the 
body  ;  two  members  of  the  Exchange  act  as  official  assignees 
of  the  defaulter ;  a  meeting  of  the  creditors  is  called  ;  the 
defaulter  (as  he  is  required  to  do)  makes  his  statement ;  and, 
the  assembled  creditors  having  decided  what  is  to  be  done, 
the  official  assignees  carry  the  decision  into  execution.  C. 
made  his  statement  that  he  had  no  debts  outside  of  the 
Exchange.  The  creditors  of  C,  members  of  the  Stock  Ex- 
change, then  consented  to  accept  a  composition ;  and,  to 
provide  for  a  part  of  it,  he,  at  the  demand  of  the  official 
assignees,  gave  them  a  check  for  £5000,  then  standing  to 

was  privity  of  contract  between  the  with  the  jobber  at  the  ''hammer 
client  and  a  jobber  from  whom  the  price,"  but  in  Levitt  vs.  Hamblet, 
Broker  bought  or  sold,  the  jobber  5  Ck>m.  Cas.  326;  6  ib.  79,  it  was 
might  sue  the  client  for  completion,  held  that  no  such  option  existed, 
or  vice  versa.  Beckhusen  vs.  Ham-  ^  L.  R.  3  App.  Cas.  213.  Tomp- 
blet,  69  L.  J.  Q.  B  431 ;  70  L.  J.  K.  kins  vs.  Saffery  was  considered  in 
B.  600,  in  which  case  a  jobber  Richardson  vs.  Storment,  Todd  & 
failed  to  recover  by  reason  of  the  Co.,  69  L.  J.  Q.  B.  369,  in  which  it 
want  of  privity  between  him  and  was  held  that  the  "assets'"  (Stock 
the  client  occasioned  by  the  Broker  Exchange  Rule  176)  to  be  collected 
lumping  several  orders  besides  his  by  the  official  assignee  meant  the 
client's  in  the  one  contract,  and  a  defaulter's  entire  assets,  and  not 
usage  of  the  Stock  Exchange  to  the  merely  the  Stock  Exchange  assets, 
contrary,  was  held  not  proved,  but  and  that  the  transfer  of  a  part 
in  Scott  vs.  Godfrey,  70  L.  J.  K.  B.  thereof,  with  the  intention  to  trans- 
954,  such  a  usage  was  held  estab-  fer  all,  was  a  ceasio  bonorum  em- 
lished  and  it  was  also  held  that  it  powering  the  assignee  to  sue  for 
was  reasonable.  See  also  May  vs.  recovery  of  the  entire,  without  set- 
Angeli,  13  Times  L.  R.  568,  re-  ting  off  a  debt  of  the  defaulter  to 
versed  on  other  grounds,  14  T.  L.  R.  defendants,  who  had  been  Stock- 
551.  In  Anderson  vs.  Beard,  69  brokers  and  were  well  acquainted 
L.  J.  Q.  B.  610,  it  was  held  that  the  with  the  rules, 
customer  had  an  option  to  close 
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his  credit  in  the  Bank  of  England,  It  afterwards  appeared 
that  C.  owed  debts  to  a  number  of  outside  creditors  and  was 
declared  a  bankrupt.  The  trustee  in  bankruptcy,  on  behalf 
of  these  creditors,  claimed  this  sum  from  the  official  assignee 
of  the  Stock  Exchange,  and  the  court  decided  that  the 
trustee  was  entitled  to  claim  it,  for  the  action  of  C.  ip  paying 
it  to  the  official  assignees  amounted  to  a  cessio  honorum^  and 
constituted  an  act  of  bankruptcy  ;  and  that  the  rules  of  the 
Stock  Exchange  as  to  defaulting  members  of  the  body,  are 
the  rules  of  a  domestic  forum,  which  have  no  influence  on 
the  rights  of  those  who  are  not  amenable  to  the  jurisdiction 
of  that  body.  They  cannot,  therefore,  govern  the  right9  of 
the  general  creditors  of  a  defaulting  member.^ 

'  See  also  Ex  parte  Neilson,  3  De  that  that  would  destroy  the  debt." 
G.  M.  &,  W.  560,  note,  where  Skir-  Cotton,  L.  J.,  said  the  nile  was  ap- 
row,  Com.,  said:  ''The  rules  of  the  plicable,  but  no  question  arose,  as 
Stock  Exchange  are  inoperative  the  assent  had  been  obtained.  The 
that  interfere  with  the  law  of  the  question  was  not  raised  in  the  second 
land."  It  has  been  also  held  that  case  just  cited, 
the  rules  of  the  Stock  Exchange  as  In  Levitt  vs.  Hamblet,  6  Com. 
to  defaulting  members,  do  not  pre-  Cas.  79;  5  ib.  326,  it  was  held  that 
vent  a  creditor,  a  member  of  the  Rules  53,  54  and  177  of  the  London 
Exchange,  who  has  received  a  divi-  Stock  Exchange,  although  binding 
dend  from  the  official  a^ssignee,  from  upon  its  members,  did  not  bind  out- 
suing  for  the  balance  of  his  debt  siders.  Rule  53  provided  that  the 
(Ex  parte  Ward,  51  L.  J.  Ch.  752;  Exchange  in  its  dealings  would  only 
Ratcliffe  vs.  Mendelsohn,  71  L.  J.  recognize  members.  Rule  54  con- 
K.  B.  984),  or  from  instituting  bank-  tained  certain  inhibitions  as  to  en- 
ruptcy  proceedings.  In  re  Mendel-  forcing  claims,  and  Rule  177  had 
sohn,  (1903)  1  K  B.  216.  In  Ex  reference  to  a  defaulting  member, 
parte  Ward,  just  cited,  also  it  ap-  A  usage  amongst  Brokers  to  settle 
peared  that  there  was  a  rule  (54)  in  account  was  held  not  to  bind 
which  prevented  a  Stock  Exchange  outsiders.  Anderson  vs.  Suther* 
creditor  from  suing  at  law  without  land,  13  Times  L  R^.  163.  See 
the  consent  of  the  other  Stock  Ex-  also  Croesley  vs.  Magniac,  (1903)  I 
change  creditors,  which  consent  had  Ch.  594  (supra,  p.  459)  In  which  the 
been  obtained.  Jessel,  M.  R.  said:  court  said  that  a  custom  of  London 
"If  they  (the  creditors)  had  not  as-  Stock  Exchange  Brokers  to  debit 
sented,  it  does  not  appear  to  me  country  Broker's  accounts  with  th« 
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Bat  the  case  in  which  the  extent  of  usages  in  controlling 
contract  was  most  thoroo^lj  c^ynsidered  was  that  of 
Bobinspn  vs.  Mdlett,^  which  we  have  before  referred  to.. 
There  B.,  a  merchant  of  Li^erpooli  gave  orders  to  a  tallow-* 
broker  in  London  to  buy  certain  quantities  of  tallow  for 
him.  The  Broker  did  not  buy  the  iqpeeifiad  qoantity  from 
aoy  person,  though  he  sent  bought  notes  in  the  usual  form 
— ^^  Bought  of  A.  on  your  account ; "  bat  both  before  and 
after  the  order  he  bought  from  various  persons,  in  his  own 
name,  large  quantities  of  tallow,  proposing  to  allot  to  B. 
the  quantities  B.  had  desired  to  be  bought.  On  B.'s  refusal 
to  accept,  the  Broker  sold  the  taUow,  and  brought  an  action 
for  the  differences.  Held,  that  though  the  evidence  showed 
such  a  mode  of  dealing  to  be  the  usage  in  the  London  tallow 
market,  the  action  was  not  maintainable  against  a  principal 
who  did  not  appear  to  have  had  knowledge  of  its  existence. 
A  custom  in  a  particular  market,  that  a  Broker  who  has 
purchased  and  is  purchasing  goods  of  a  particular  kind,  in 
his  own  name,  may  take  portions  of  those  goods  and  supply 

proceeds  of  stock  of  the  latter's  change  to  treat  share  pertificateSr. 

clients  was  not  proved,  and,  even  with  transfer  executed  in  blank,  as 

if  proved,  was  unreasonable,  in  so  negotiable  instruments,   was  held 

far  as  it  would  relieve  an  agent  from  not  binding,  as  they  were  ii^tended 

his  obligation  to  his  principal,  who,  to  pass  by  transfer  only.    London^ 

in  this  case,  had  given  a  power  pf  and  County  Bank  vs.  London  and 

attorney  to  the  London  Brokers.  Biver  Plate  Bank,  L.  R.  20  Q.  Q.  D. 

The  latter  might  be  justified  in  pay-  232;  21  ib.  535.    See  Bank  vs.  H^epr 

ing  the  country  Broker,  if  he  were  so  worth,  30  Ch.  D.  36;  France  vs. 

authorised  by  the  client,  in  cash  or  Claric,  26  Ch.  Div.  257;  WiUiams  vs. 

by  check,  but  not  in  debiting  his  Colonial  Bank,  38  Ch.  Div.  388; 

account  in  running  account,  and  aff'd  15  App.  Cas.  267;  Lindley  on 

mixing  it  up  with  other  transac-  Companies,  6th  ed.  666,  ei  seq. 
tions.    In  Blackburn  vs.  Mason,  68       *  L.  R.  7  H.  L.  Eng.  4  I-  App. 

Law  T.  510,  such  a  custom  was  also  Cas.  802.    See  also  Johnston  vs. 

held  imreasonable.  Usboroe  11  A.  4  G.  549. 
A  usage  of  the  London  Stock  £z- 
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them  to  principals  who  have  employed  bim  in  his  character 
of  Broker  to  buy  such  goods  for  them,  is  one  of  a  peculiar 
nature,  and  cannot  be  supported  as  against  a  principal  not 
proved  to  have  1i>een  acquainted  with  it  when  he  gave  the 
order.* 

The  principle  of  the  decision  in  Robinson  vs.  MoUet  was 
followed  in  Hamilton  vs.  Young,'  in  which  case  a  usage 
of  the  Dublin  Stock  Exchange  by  which  a  Stock-broker,  en- 
titled to  dispose  of  stock  or  shares  of  a  customer  for  non- 
payment of  money  due  to  him  by  the  customer,  might,  in- 
stead of  selling  the  stock  or  shares,  take  over  to  himself,  at 
the  market  price  of  the  day,  such  portion  of  the  stock,  as 
would  be  necessary  to  meet  the  demand,  or  a  forced  sale 
whereof  would  prejudice  the  price  to  the  disadvantage  of 
the  customer,  was  held  to  be  more  unreasonable  even  than 
the  usage  in  Mbllet  vs.  Robinson.  Although  no  improper  or 
unfair  dealing  was  imputed  to  defendant  Broker,  the  court 
said:  " The  case  requires  to  be  disposed  of  on  higher  and 
more  general  grounds  than  either  actual  fraud  committed 
or  unfair  profit  made,  and  on  those  rules  of  equity,  which 
it  would  be  dangerous  to  disturb  or  infringe." 
.  In  the  case  of  Keilson  vs.  James  ^  a  Stock-broker  was  em- 
ployed by  the  registered  owner  of  certain  shares  to  sell  them, 
which  he  subsequently  did  to  a  jobber,  but  the  bought  and 
sold  notes  did  not,  in  accordance  with  a  custom  of  the 
Bristol  Stock  Exchange,  give  the  name  of  the  registered 
owner  as  required  by  statute,  thus  rendering  the  contract  of 
sale  void.  The  bank  stopped  before  name  day,  and  the 
purchaser,  named  by  th^  jobber,  repudiated  the  purchase. 
The  court  held  that  the  custom  was  both  unreasonable  and 

*  See  also  Langton  vs.  Waite,  L.       '  L.  R.  7  Ir.  269. 
R.  6  Eq.  165.  "  9  Q.  B.  Div.  646. 
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illegal,  and  for  the  breach  of  duty  committed  by  the  Bro- 
ker, awarded  the  owner,  as  damages,  the  price  for  which  the 
shares  were  sold.  It  did  not  appear  in  that  case  that  the 
plaintiff  knew  of  the  costom,  and  the  judgment  of  the  court 
is  on  the  assumption  that  he  was  ignorant  of  it,  for  Brett, 
L.  J.,  says,  ^^  the  plaintiff  is  only  bound  by  such  a  custom  as 
is  both  reasonable  and  legal,  for  to  that  extent  only  can  a 
person  who  is  ignorant  of  a  custom  be  assumed  to  acquiesce 
in,  and  be  bound  by,  it."  This  decision  was  followed  in 
Perry  vs.  Barnett,^  in  which  case  in  was  shown  that  the 
Client  was  ignorant  of  the  custom,  but  in  a  similar  state 
of  facts  it  was  held  in  Seymour  vs.  Bridge,'  that,  as  the 
Client  had  many  prior  transactions  on  the  Stock  Exchange, 
and  was  acquainted  with  the  custom,  he  was  bound  by  it. 
In  Coates  vs.  Pacey  *  the  contract  note  did  not  give  the  num- 
ber of  the  shares  as  required  by  statute,  and  there  was  a 
verdict  for  the  defendant  Client,  but  in  that  case  no  evidence 
of  the  custom  was  given.  The  Court  of  Appeals  affirmed 
the  decision  *  on  the  ground  that  the  Brokers  had  not  acted 
in  accordance  with  the  authority  given  to  them,  which  was 
to  make  a  valid  contract. 

In  conclusion  we  think  that  an  examination  of  the  Ameri- 
can cases  will  show  that  the  effect  of  the  usages  of  Stock- 
brokers upon  contracts  made  upon  the  Exchange  have  not 
been  sufficiently  considered  or  applied. 

The  system  of  business  transacted  between  Stock-brokers 
and  their  Clients  is  so  novel  when  contrasted  with  the 
ordinary  relation  of  principal  and  agent,  the  business  is 
generally  despatched  with  such  mai^rellous  promptness,  and 

*  14  Q.  B.  Div.  467;  15  Q.  B.  Div.       *  8  T.  L.  R.  351. 
388.  *  8  T.  L.  R.  474. 

» 14  Q.  B.  Div.  460. 
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its  results  very  often  involve  sums  of  such  great  magnitude, 
that,  in  a  contest  where  either  the  Broker  or  the  Client 
seeks  to  be  relieved  from  the  responsibilities  of  his  pofii- 
tion,  the  usages  of  the  Exchange,  when  fully  proved, 
should  play  an  important  part,  especially  in  the  absence  of 
an  express  agreement ;  and  even  if  these  usages  seem  at 
times  to  intrench  upon  abstract  principles  of  law,  it  should 
be  remembered  that  the  business  of  dealing  in  shares  upon 
speculation  is  a  comparatively  new  one,  full  of  legal  anom* 
alies,  and  that  it  should  not  be  too  strongly  governed  by 
rules  that  were  made  for  a  different  and  simpler  condition 
of  business  in  times  long  since  passed. 
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CHAPTEB  V. 

STOCKJOBBING. 

I.  Dealings  in  Stocks  at  Cammonrlaw. 
II.  Stoehyobbing  Acts. 
(a.)  In  England. 
(5.)  In  the  United  States. 
m.  Wafers. 

(a.)  At  Common-law, 

(h.)  Under  JExisting  Laws. 

{€.)   Wagers  between  Principals. 

(d.)  Actions  hy  Brokers  for  Money  Laid  Oittj  etc.,  and 

Commissions  in  Stock  Transactions. 
(e.)  Optimise  ''Puts;'  "  CaUs;'  ''Straddles:' 
(/.)  Conspiracy    to    Afftct    Stocks^    etc. — *'  Comers^* 

"Rigging  the  Market ;'  "Pools.*' 
{g,)   General  Principles  DedudUefrom  the  Cases. 

L  DeaUngs  In  Stocks  at  Common-law. 

At  common-law  there  is  nothing  illegal  in  the  sale  of  the 
shares  or  scrip  of  a  corporation.^    They  are  treated  the 

^Barklay's  Case,  26  Beav.  177;  &8  Vict.  o.  110,  the  sale  of  shares  of 
Aston's  Case,  4  De  Q.  &  J.  320;  Har-  certain  named  companies  was  pro- 
rison  vs.  Heathorn,  6  Man.  &  G.  81 ;  hibited  until  the  company  had  ob- 
Tempestvs.  Kilner,  2C.  B.  300, 308;  tained  a  certificate  of  complete 
Bagge's  Case,  13  Beav.  162;  Noyes  registration.  Even  then  sales  made 
vs.  Spaulding,  27  Vt.  429;  Chitty  on  by  any  subscriber  not  registered  as  a 
Cont.  (11th  ed.)  1011,  1012,  note  shareholder  were  made  illegal,  {26; 
(d).     But  in  England,  by  statute  7  see  also  Ex  parte  NeUson,  3  De  G. 
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Bauie  as  any  other  kind  of  property,  and  are  subject  to  no 
restrictions  or  limitations  except  such  as  are  imposed  from 
time  to  time  by  acts  of  the  legislature,  as  will  be  hereafter 
noticed. 

II.  Stock- jobbing  Aets. 

Early  in  the  reign  of  George  the  Second  the  speculation 
in  public  stocks  or  securities  became  so  prevalent,  and  as- 

M.  A  0.  556;  Morris  vs.  Cannan,  4  is  itself  illegal,  the  sale  of  its  shares 

De  G.  F.  &  J.  582.     This  statute  or  scrip  is  also  ill^al   (Joseph  \'8. 

was  repealed,  and  the  prohibitions  Pebrer,  3  B.  <&  C.  639;  Buck  vs. 

never  extended  to  companies  the  Buck,  1  Campb.  547).     When  the 

formation  of  which  wus  commenced  business  of  a  company  is  carried  on 

before  the  Istof  Novoml>er,  1844  (in  in  the  colonies,  tlie  fact  that  it  is 

reference  to  which  see  Baker  vs.  registered     in    England    does    not 

iUaskitt,  5  C.  B.  262;  Aston 's  Case,  make  it  illegal.     Hunt  vs.  Cham- 

27  Hoav.  474),  nor  to  railway  or  berlain  (1896),  12  L.    T.    R.  186. 

other  companion  requiring  the  au-  But  there  is  nothing  illegal  in  the 

thority  of  Parliament  (Young  vs.  sale  of  shares  in  companies  which 

Hmiih,  15  M.  &  W.  121;  Bousfield  are  being  wound  up.     Rudge  vs. 

vs.  Wilnon,  16  id.  185;  Lawton  vs.  Bowman,  L.  R.  3  Q.  B.  689.    See 

Hickman,  9  Q.  B.  563).    Companies  Emmerson's  Case,  1  Ch.  433  (as  to 

formed  Hince  1862  arc  now  regulated  enforcing  a  contract  for  the  sale  of 

by  the  (companies  Acts  of  1862  and  shares  in  a  company  in  liquidation). 

1807,  and  their  amending  acts.  By  the  statute  of  14  Geo.  III. 

Home  of  the  American  decisions  c.  48,  no  insurance  shall  be  made  on 

holding  that  HharoH  of  stock  are  alien-  the  life  of  any  person,  or  on  any 

able  at  common  law,  are  Sergeant  other  event  wherein  the  person  for 

VH.  Franklin  Insurance  ('o.,  25  Mass.  whose  use  or  benefit,  or  on  whose 

90;   Heart  vs.  State  Bank,  2  Dev.  account,  such  policy  shall  be  made 

K(].  (8.  C.)  HI;  Brightwell  vs.  Mai-  shall  have  an  interest  by  way  of 

lory,  10  Yerg.  (Tenn.)  196;   Allen  gaming  or  wagering.     Under  this 

VH.  Montgomery  R.  R.,  11  Ala.  437,  enactment  it  was  decided,  in  Pater- 

451;  Choteau  Spring  Co.  vs.  Harris,  son  vs.  Powell  (2  Moo.  &  S.  399;  9 

20    Mo.    382;    Cole  vs.  Ryan,    52  Bing.  320),  that  an  engagement,  in 

Barb  168;  Mobile Mutuallnsurance  consideration  of  forty  guineas,  to 

Co.  vs.  Cullom,  40  Ala.  558;  Boston  pay  one  hundred   pounds  in  case 

Music  Hall  Association   vs.  Cory,  Brazilian  should   be  at   a  certain 

129  Mass.  435.  price  on  a  certain  day,  subscribed 

It  has  also  been  held  that  if  a  by  several  persons  each  for  himself, 

company,  or  a  prospected  company,  is  a  void  wagering  policy. 
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sumed  so  many  different  forms  of  gambling,  that  the  whole 
business  community  became  infected  and  demoralized  by  it. 
Accordingly,  in  1734,  a  statute  was  enacted,*  which  by  a 
subsequent  statute  in  1737^  was  made  perpetual,  entitled 
"  An  Act  to  Prevent  the  Infamous  Practice  of  Stock-job- 
bing." This  statute  will  hereafter  be  stated  in  full.  It  was 
enacted  for  the  purpose  of  preventing  gambling  in  the 
funds,  by  parties  who  never  intended  to  buy  or  sell,  but 
merely  to  speculate  upon  the  future  price  of  stock,  by  mak- 
ing what  are  called  ^^  time  bargains,"  and  compounding  for 
differences.  It  was  never  intended  to  affect  the  bona  fide 
sale  of  stock,  where  the  stock  was  actually  transferred,  al- 
though the  seller  was  not  possessed  of  it  at  the  time  of  mak- 
ing the  contract.' 

This  act  was  called  ^'  Sir  John  Barnard's  Act,"  after  the 
name  of  the  individual  who  was  instrumental  in  procuring 
its  passage.  The  preamble,  which  briefly  summarizes  the 
effects  of  stock-jobbing,  was  as  follows :  "  Whereas,  great 
inconveniences  have  arisen,  and  do  daily  arise,  by  the 
wicked,  pernicious,  and  destructive  practice  of  stock-job- 
bing, whereby  many  of  his  Majesty's  good  subjects  have 

*  7  Geo.  II.  c.  8.  has  risen,  the  seller  pays  the  buyer 
'  10  Geo.  II.  c.  8.  in  a  similar  way.  The  sums  so  paid 
'  Addison  on  Gont.  (2d  Am.  ed.)  are  called  differences.  In  fact«  a 
*122.  In  Chitty  on  Bills  (11th  Am.  time  bargain  is  a  mere  wager,  the 
ed.),  *92,  note  (e),  a  stock-jobbing  seller  betting  that  the  stock  will 
transaction  is  defined  as  follows:  fall,  the  buyer  that  it  will  rise."  See 
"Neither  buyer  not  seller  have  any  Rawlings  vs.  Hall,  1 C.  &  P.  13,  note 
stock,  but  the  buyer  agrees  nomi-  (a).  Whether  a  legal  contract,  giv- 
nally  to  buy  of  the  seller  stock  (say  ing  a  right  of  action,  can  arise  out  of 
£1,000)  on  a  certain  day.  When  illegal  transactions,  or  by  payments 
that  day  arrives,  if  the  stock  is  at  a  made  on  account  of  another  in  set- 
lower  price  than  when  the  bargain  tling  differences  upon  transactions 
was  made,  the  buyer  pays  the  seller  within  the  Stock-jobbing  Act, 
as  much  per  ceni,  on  the  £1,000  as  qucere.  Ex  parte  Daniels,  14  Yes. 
the  stock  has  fallen ;  but,  if  the  stock  191 
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been  and  are  diverted  from  pursuing  and  exeroising  their 
lawful  trades  and  vocations,  to  the  utter  ruin  of  themselves 
and  families,  to  the  great  discouragement  of  industry,  and 
to  the  manifest  detriment  of  trade  and  commerce."  The 
statute  then  enacts  that  all  contracts  and  agreements  upon 
which  any  premium  shall  be  given  or  paid  for  liberty  to  put 
upon,  or  deliver,  receive,  accept  or  refuse  any  public  or 
joint-stock  or  other  public  securities  whatsoever,  or  any 
part,  share,  or  interest  therein,  and  also  all  wagers  and  con- 
tracts in  the  nature  of  wagers,  and  all  contracts  in  the  na- 
ture of  puts  and  refusals,  relating  to  the  then  present  or 
'^ture  price  or  value  of  any  such  stocks  or  securities  as 
aforesaid,  shall  be  void ;  and  all  premiums  or  sums  of  money 
given,  received,  paid,  or  delivered  upon  any  such  contracts 
or  agreements,  or  upon  any  such  wagers,  or  contracts  in  the 
nature  of  wagers,  shall  be  restored  or  repaid  to  the  person 
who  shall  give,  pay,  or  deliver  the  same,  who  shall  be  at 
liberty,  within  six  months  after  the  agreement,  or  laying 
the  wager,  to  sue  for  and  recover  the  same  from  the  person 
receiving  the  same,  etc."  * 

^  The  f oUowing  is  an  interesting  purchasing  and  seUing  any  Quantity 

history  of  ''time  bargains,"  from  of  Stock  to  be  delivered  or  adjusted 

Beaves,   Lex.   Mer.   482   (5th    ed.   ai  a  future  time.    The  usual  Times 

1792) :  for  which  Bargains,  founded  on  real 

"  Time  Bargains,  Property,  and  intended  to  be  settled 

''But  if  the  business  of  Stock-  bona  fid^,  were  made,  were  from 
Brokers  was  confined  solely  to  buy-  three  months  to  three  months,  four 
ing  and  selling  the  real  Property  of  times  within  the  year;  vis.  in  Fdoru- 
their  Employers  in  the  Funds,  there  ary.  May,  August,  and  November; 
would  not  be  Half  the  number  that  and  those  Periods  of  settling  the  ao- 
now  follow  this  Profession;  it  is  counts  of  such  Time  Bargains  was 
therefore  necessary  to  take  notice,  called  the  Rescounters,  from  a 
that  the  interest  which  Foreigners  Dutch  mercantile  term  for  adjusting 
have  in  our  funds,  particularly  the  Accounts  Current  between  mer- 
Dutch,  gave  rise  to  Time  Bargains  chant  and  merchant.  The  Impos- 
— ^that  is  to  say,  to  contracts  for  sibility  of  ascertaining  whether  the 
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There  were  namerous  decisions  under  '^Sir  John  Bar- 
nard's Act,"  the  most  important  of  which  have  been  classified 
under  the  following  heads : 

1.  Nature  of  Stock  embraced  in  the  Act, — The  act  only 
applied  to  "  public  stocks,"  and  not  to  railway  and  joint- 
stock  shares.^  It  did  not  apply  to  time  bargains  in  foreign 
funds;'   nor  were   such    agreements  illegal  at  common 

Commissions  from  abroad  given  by  price  at  the  expiration  of  the  three 
letters  from  Foreigners,  or  by  their  months,  and  this  is  his  Profit.  If, 
Correspondence  here,  to  Brokers  to  on  the  Contrary,  the  Stock  has 
buy  and  sell  Stocks  for  Time  were  fallen  below  the  price  of  the  day  on 
founded  upon  real  Property  or  not,  which  he  purchased  for  three 
gave  Birth  to  Stock-Jobbing,  or  months,  he  must  pay  the  Difference, 
Dealing  in  the  Fimds  upon  Specula-  and  this  will  be  a  losing  Account.  It 
tion,  and  the  Persons  that  play  at  is  computed  that  the  Bargains  on 
this  Game,  for  Gaming  it  is  of  the  Stock  Jobbing  Accounts  made  in 
first  Magnitude,  whether  Principals  the  course  of  a  year  exceed  by  many 
or  Brokers,  are  called  Stock  Job-  millions  the  transfers  made  at  the 
bers.  They  purchase  or  sell  for  a  Books  of  real  Property,  and  the 
given  time,  frequently  without  be-  Conclusion  is  apparent  that  great 
ing  possessed  of  any  property  in  the  Fortunes  are  made  and  lost  by 
Funds  they  bargain  for,  merely  Stock  Jobbing.  It  is  to  be  ob- 
upon  speculation.  For  instance,  A  served  likewise,  that  the  Brokers 
imagines  that  a  Peace,  or  some  other  job  for  their  own  account,  whidi 
advantageous  national  Event,  will  occasions  frequently  Failures  at  the 
raise  the  Price  of  any  given  Fund  Stock  Exchange." 
within  the  space  of  three  months  ^  Williams  vs.  Tyre,  18  Be^v.  366; 
considerably  above  the  price  of  the  Hewitt  vs.  Price,  5  Sco.  N.  R.  229, 
Day  on  which  he  makes  his  Time  and  4  Man.  k  G.  355;  3  Railw.  Cas. 
Bargain:  On  this  Principle  he  gives  175;  Ex  parte  Turner,  3  De  G.  &  J. 
his  Broker  Orders  to  buy  a  large  46,  and  cases  cited;  Thacker  vs. 
Quantity  to  be  taken  and  paid  for  Hardy,  L.  R.  4  Q.  B.  Div.  685,  689; 
three  months  from  that  date;  when  Noyes  vs.  Spaulding,  27  Vt.  429. 
the  time  expires,  if  the  Stock  has  '  Ellsworth  vs.  Cole,  2  M.  &  W. 
risen  according  to  his  expectation,  31;  2  Gale,  220;  Henderson  vs.  Bise, 
instead  of  taking  it,  for  probably  it  3  Stark.  158;  Wells  vs.  Porter,  3 
has  been  bought  of  a  person,  who  Sco.  141;  s.  c.  2  Bing.  N.  C.  722: 
had  it  not  to  sell  even,  he  receives  2  Hodg.  78;  Oakley  vs.  Rigby,  3 
from  the  Broker  the  Difference  in  Sco.  194;  s.  c.  2  Bing.  N.  C.  732; 
money  between  the  price  on  the  day  2  Hodg.  42;  Robson  vs.  Fallowes, 
the   Bargain  was   made,   and  the  4  Sco.  43;  s.  c.  3  Bing.  N.  C.  392» 
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law.^  The  act  was  confined  to  the  stocks  of  England,  and 
not  of  other  countries ; '  and  tune  bargains  in  India  funds 
were  held  valid  upon  appeal  to  the  Privy  Council.'*  But 
jobbing  in  omnium  was  within  the  statute.' 

2.  Transactions  under  the  Stattde. — The  act  did  not  ap- 
ply where  the  seller  was  really  possessed  of  the  stocks  in- 
tended to  be  transferred ; '  and  it  was  sufficient  if  at  the 
time  of  the  sale,  through  the  medium  of  a  Broker,  the 
principal  was  possessed  of  the  stock,  although' his  name  was 
not  disclosed  by  the  Broker.*  A  person  who  had  omnium 
was  considered  as  potentially  in  possession  of  stock,  and 
could  legally  contract  to  sell  out  omnium  to  be  replaced  by 
stock.^ 

So  where  0.,  being  indebted  to  G.  in  £1,000,  agreed  to 
transfer  within  a  given  time  £100  per  annum,  long  annuity, 
at  the  then  price,  and  in  the  meantime  pay  O.  the  divi- 
dends, and  that  the  debt  of  £1,000  should  constitute  part 
of  the  purchase-money,  but  the  stock  was  not  purchased  at 
the  time,  and  there  was  a  rise  in  the  price  of  the  same — 
held,  that  the  agreement  was  not  usurious  or  within  the 
Stock-jobbing  Act,"  and  there  was  nothing  in  the  statute 
to  prevent  a  loan  of  stock — i.  e.,  a  transfer  of  stock  from  A. 
to  B.  on  the  strength  of  an  understanding  by  B.  that  the 

3  Hodg.  41;  Morgan  vs.  Pebrer,  4  *  Brown  vs.  Turner,  7  T.  R.  ©30; 

Sco.  230;3Bing.  N.C.  457;3Hodg.  2  Esp.  631;  s.  p.,  Olivierson  vb. 

3;  Paterson  vb.  Powell,  9  Bing.  329;  Coles,  1  Stark.  496. 

2  Moo.  &  S.  399.    See  Bryan  vs.  ■  Saunders  vs.  Kentish,  8  T.  R. 

Lewis,  Ry.  &  M.  386;  Lorymer  vs.  162;  Tate  vs.  Wellings,  3  id.  631. 

Smith,  1  B.  &  Cr.  3.  •  Child  vs.  Morley,  8  id.  610. 

*  Id.^  ^  Olivierson  vs.  Coles,   1   Stark. 

» Id.  496. 

*Ramloll    Thackoorseydass    vs.  "Clark  vs.  Giraud,  1  Madd.  511. 
Soojumnull    Dhondmull,    12    Jur. 
315. 
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same  stock,  or  a  like  amount  of  stock,  should  be  transferred 
to  A.-  at  a  future  day.^ 

An  executory  contract  to  transfer  stock  of  which  the  party 
was  not  possessed  was,  however,  regarded  as  void  and  ille- 
gal, although  the  transaction  did  not  fall  within  the  mis- 
chief, as  it  certainly  did  not  within  the  express  prohibition, 
of  the  act,  inasmuch  as  an  actual  transfer  of  the  stock  was 
intended.^  So  a  contract  to  pay  the  difference  which  may 
become  due  on  the  settling-day  on  the  sale  of  consols  is 
void.* 

In  respect  to  the  procedure  under  the  act,  the  court  held, 
in  Windale  vs.  Fall,'  that  the  six  months  in  the  first  section 
meant  lunar  months,  and  no  discovery  lay  where  the  cause 
of  action  arose  prior  to  the  expiration  of  six  lunar  months ; 
and  a  plea  of  the  Stock-jobbing  Act  to  a  bill  for  discov- 
ery of  stock  transactions  was  overruled,  the  second  section 
of  the  act  requiring  parties  to  make  a  discovery  whereon 
to  found  an  action.^ 

The  second  section  of  the  act — which  enacted  as  follows : 
^  That  for  the  better  discovery  of  the  moneys  or  premiums 
which  shall  be  given,  paid,  or  delivered,  etc.,  every  person 
liable  to  be  sued  shall  be  obliged,  etc.,  to  answer  under 
oath,  etc.,  any  bill  of  discovery  in  equity,"  etc. — only 
applied  to  discoveries  as  to  moneys  recoverable  back,  and 
not  to  the  recovery  of  penalties  under  the  fifth  and  eighth 
sections.* 

In  an  action  to  recover  damages  against  one  who  had  re- 

*  Saunders  vs.  Kentish,  8  T.  R.  *3  Bro.  C.  C.  11. 

162.  » Bancroft  vs.  Wentworth,  3  Bro. 

'  Mortimer  vs.  McCallan,  9  M.  &  C.  C.  9,  note. 

W.  636;  6  id.  70;  7  id.  20,  •  BuUock  vs.  Richardson,  11  Ves. 

'  Sawyer  vb.  Langford,  2  C.  &  K.  373. 
697. 
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fused  to  aocept  and  pay  for  stock  agreed  to  be  sold  to  him,  it 
was  necessary  to  prove  an  actual  transfer  of  the  stock  to  some 
other  person  before  the  action  brought ;  and  the  proof  alone 
of  a  contract  to  sell  to  such  other  person  before  the  action 
brought,  though  followed  up  by  an  actual  transfer  afterwards, 
was  not  sufficient  to  sustain  the  action.^  But  it  seemed  not 
to  have  been  necessary  for  the  plaintiff  to  show  that  he  made 
such  transfer  on  the  next  possible  day  after  default  made  by 
the  original  contractor,  though  delay  affected  the  damages.' 
The  act  did  not  compel  a  party  in  a  court  of  law  to  give  evi- 
dence criminating  himself ;  and  therefore,  in  an  action  on 
a  bill  at  the  suit  of  an  endorser  against  the  acceptor,  it  was 
held  that  the  drawer,  a  Stock-broker,  might  refuse  to  give 
evidence  that  the  consideration  for  it  was  Stock-jobbing 
differences,  though  such  Broker  was  bound  to  produce  his 
books.*  A  Stock-broker  was  held  bound,  however,  to  dis- 
cover the  names  of  the  persons  for  whom  he  had  purchased 
shares  in  a  company  which  had  not  been  incorporated, 
chartered,  or  registered.^  Nor  could  such  a  Broker  resist  a 
discovery  under  7  Geo.  II.  c.  8,  by  alleging  the  illegality 
of  the  transaction,  no  penalty  being  imposed  by  the 
act.' 

But  in  Pritohett  vs.  Smart  ^  the  court  refused  to  enter- 
tain an  application  by  a  defendant,  in  an  action  on  a  bill  of 
exchange,  to  compel  the  plaintiff,  as  Stock-broker,  to  pro- 

*  Heckscher  V8.  Gregory,  4  East,  ute  7  Geo.  II.  c.  8,  see  BiUings  vs. 

607.     A  dififerent  rule  was,  however,  Flight,  2  Marsh.  124;  6  Taunt.  419; 

laid  down  in  New  York  in  the  case  Billings  vs.  PoUey,  2  id.  125  n.;  6 

of  Vaupell  vs.  Woodward,  2  Sandf.  Tuant.  422. 

Ch.  145,  146.  "  Rawling  vs.  HaU,  1  C.  &  P.  11; 

'  Bordenave  vs.  Gregory,  5  East,  Thomas  vs.  Newton,  2  id.  606. 

105;    Dorriens  vs.    Hutchinson,    1  *  Aston 's  Case,  27  Beav.  474. 

Smith,  420.     Whether  an  action  of  » Williams  vs.  Trye,  18  Beav.  366. 

assumpsit  can  be  supported  on  stat-  *  7  C.  B.  625. 
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daoe  his  books  kept  pursuant  to  this  section,^  iu  order  to 
enable  the  defendant  to  plead  the  statute. 

3.  Actions  far  Money  Usedy  etc.j  and  Commiesiona  in 
Stochjdbbing  Transactions, — ^Where,  to  an  action  of  debt 
upon  a  bond,  the  defendant  pleaded  the  act  of  7  Geo.  II. 
c.  8,  that  the  plaintiff  and  one  E.  were  jointly  concerned  in 
certain  contracts  contrary  to  that  statute ;  that  the  plaintiff 
voluntarily  paid  the  differences ;  and  that  the  bond  was 
given  by  the  defendants  for  securing  to  the  plaintiff  R's  pro- 
portion of  that  loss — on  demurrer,  the  court  was  clearly  of 
opinion  that  the  plaintiff  was  entitled  to  recover  the  amount 
which  he  had  paid  under  the  special  authority  of  B.,  though 
for  an  illegal  purpose.' 

Upon  the  authority  of  the  last-named  case,  the  court,  in 
Petrie  vs.  Hanney,'  held,  against  the  opinion  of  Lord  Ken- 
yon,  that  where  two  persons  engaged  jointly  in  an  illegal 
stock-jobbing  transaction,  and  incurred  losses,  and  employed 
a  Broker  to  pay  the  differences,  and  one  of  them,  with  the 
privity  and  consent  of  the  other,  repaid  the  whole  sam  to 
the  Broker,  he  might  recover  a  moiety  from  the  other  as 
money  paid  to  his  use,  notwithstanding  the  statute  7  Geo. 
II.  c.  8,  on  the  ground  that  the  defendant  had  expressly 
authorized  the  plaintiff  to  make  the  payment  for  him. 

But  these  cases  were  afterwards  departed  from,  and  are 
no  longer  regarded  as  authority  in  England.^ 

'  1 9  of  act.  Armstrong  vs.  Toler,  1 1  Wheat.  258; 

'  Faikney  vs.  Reynous,  4  Burr,  also  Ex  parte  Mather,  3  Yes.  Jun. 

2069;  1  W.  Black.  633,  and  cases  373;  Aubert  vs.  Maze,  2  B.  &  P. 

cited  note  (n),  where  this  case  is  371;  Brown  vs.  Turner,  7  T.  R.  630; 

considered  as  overruled.  Booth  vs.  Hodgson,  6  T.  R.  405; 

•  3T.  R.  418.  Steers  vs.  Lashley,  id.  61 ;  Mitchell 

*8ee2ChittyonCont.  (llthAm.  vs.  Cockbum,  2  H.  Bl,  379,  and 

ed.)  896  and  897,  citing  McBlair  vs.  other   cases   cited   in   Cannan   vs. 

Oibbs,   17  How.  (U.  8.)  232,  236;  Bryce,  3  B.  &  Aid.  181.    And  see 
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Thus  in  Thwaite  ts.  Warner,^  where  parties  were  engaged 
in  stock-jobbing  transactions,  in  violation  of  the  statute,  the 
court  held  that  one  of  them  would  not  be  permitted  to 
maintain  an  action  against  the  other  to  recover  money  paid 
to  a  Broker  under  such  transactions. 

And  the  direct  question  was  at  issue  in  Cannan  vs.  Bryce,^ 
where  it  was  decided  that  money  lent,  and  applied  by  the 
borrower  for  the  express  purpose  of  paying  or  compounding 
differences  on  illegal  stock- jobbing  transactions  to  which  the 
lender  was  no  party,  cannot  be  recovered  back  by  him  in  an 
action  for  money  had  and  received.' 

So,  there  are  several  cases  in  which  the  results  of  stock- job- 
bing transactions  were  represented  by  bills,  checks,  or  other 
written  instruments^  and  the  courts  have  concurred  in  the 
above  rule  of  law. 

In  Ex  parte  Bulmer  *  promissory  notes  were  given  by  a 
Stock-broker  for  the  balance  of  an  account  of  money  advanced 
to  him  to  be  employed  in  stock-jobbing  transactions,  contrary 
to  the  statute.  Part  of  the  consideration  consisted  of  the 
profits  of  these  transactions.  Proof  under  his  bankruptcy 
was  restrained  to  the  residue — viz.,  the  money  received  which 
he  had  applied  to  his  own  use.  So  a  bill  given  for  the  amount 
of  stock-jobbing  differences  was  held  void  in  the  hands  of  an 
endorsee  with  notice,^  and  where  it  had  been  endorsed  for 
value  after  it  became  due.^    And  a  bond  given  to  an  endorsee 


also  opinion  of  Abbott,  C.  J.,  id.  183,  '  See  also  McKinnel  vs.  Robinsoiiy 

and   caaes   cited    and    conunented  3  M.  &  W.  434. 

upon  in  Paley  on  Age.  by  Lloyd,  *  13  Ves.  Jun.  313. 

119   n.    (t).    See  also  remarks  of  *  Steers  vs.  Laahley,  6  T.  R.  61;  1 

Church,  C.  J.,  in  Woodworth  vs.  Esp.  166. 

Bennett,  43  N.  Y.  278.  •  Brown  vs.  Turner,  7  T.  R.  630;  2 

*  Esp.  N.  P.  Dig.  88.  Esp.  631. 

» 3  B.  &  Aid.  179. 
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in  liea  of  a  promissory  note  orginally  given  for  an  illegal 
stock-jobbing  transaction,  of  which  the  endorsee  had  notice 
before  he  took  the  bond,  was  held  void.^  But  a  bill  of  ex- 
change or  promissory  note  given  upon  a  stock- jobbing  trans- 
action is  valid  in  the  hands  of  a  party  who  afterwards  took  it, 
before  it  was  due,  for  valae,  and  withoat  notice  of  the  illegal 
consideration.' 

To  a  declaration  for  work  done,  commissions,  and  for 
money  paid,  a  plea  that  the  plaintiff  was  a  stock  and  share 
Broker,  and  as  such  made  contracts  with  persons  for  the 
defendant  by  way  of  wagering,  contrary  to  8  and  9  Vict, 
c.  109,  under  the  semblance  of  pretended  sales,  respecting 
the  future  market  price  of  public  and  other  stock,  shares, 
and  scrip,  whereby  the  defendant  was  to  receive  or  pay  the 
difference  between  the  price  of  the  said  public  stock  on  tiie 
days  on  which  the  contracts  were  made  and  the  price  on 
certain  future  days,  according  as  the  price  had  become  lower 
or  higher ;  and  that  the  work  was  done,  and  the  commission 
claimed  in  respect  of  the  making  such  contracts,  and  the 
money  paid  in  discharging  the  differences  which  had  be- 
come payable — ^held,  first,  that  this  was  no  defence  under 
ihe  statute  of  Yict. ;  secondly,  that  the  plea  disclosed  no 
defence  under  the  Stock- jobbing  Act,  as  it  was  not  alleged 
that  ekdi  contract  related  to  jnMic  stock? 

la  an  action  by  the  assignees  of  a  bankrupt,  for  money 

^  Amory  vs.  Meryweather,  4  D.  &      '  Qu^rVt  whether  the  defenoe  \in- 

Ry.  86;  2  B.  &  Cr.  573.  der  the  latter  act  was  open  on  the 

*  Day  vs.  Stuart,  6  Bing.  109;  3  M.  plea,  reference  being  expressly  made 

&  P.  334;  Greenland  vs.  Dyer,  2  M.  to  the  other  act  (Kni^t  vs.  Fitch, 

&  Ryl.  422;  Amory  vs.  Meryweath-  15  C.  B.  566;  1  Jur.  [n.  s.]  526;  24  L. 

er,2B.&C.573;4D.&R.86.     See  J.  C.  P.  122). 
Rawlings  vs.  Hall,  1  C.  &  P.  11,  as 
to  evidence,  etc. 
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received  by  the  defendant  for  their  use,  it  appeared  that  the 
defendant  was  official  assignee  of  the  Stock  Exchange  for 
the  management  of  the  estates  of  those  members  who, 
being  unable  to  falfU  their  engagements  on  the  Stock  Ex- 
change, became  defaulters.  Before  the  receipt  of  the  money, 
the  bankrupt,  a  Stock-broker  and  member  of  the  Stock  Ex- 
change, was  declared  a  defaulter,  having  at  the  time  con- 
tracts open  with  the  members  of  the  Stock  Exchange,  which 
had  the  form  of  legal  contracts,  for  the  sale  and  delivery 
of  stock ;  but  there  was  no  intention  that  stock  should  be 
delivered,  and  the  contracts  were  to  be  settled  by  the  pay- 
ment of  differences.  Under  the  rule  of  the  Stock  Exchange, 
the  defendant  collected  the  differences  upon  the  contracts 
upon  which  the  bankrupt  was  a  gainer,  and,  before  notice  of 
an  act  of  bankruptcy,  distributed  among  members  to  whom 
he  was  indebted  for  differences  all  said  money  except  a  small 
amount,  which  was  paid  over  after  he  was  adjudged  a  bank- 
rupt to  the  treasurer  of  a  fund  for  decayed  members,  ac- 
cording to  the  rules  of  the  Stock  Exchange.  Held,  that  the 
action  could  not  be  maintained.    As  to  the  money  paid 

• 

over  before  the  adjudication  of  the  bankruptcy,  it  was  not 
money  had  and  received  by  the  defendant  to  the  use  of  as- 
signees of  the  bankrupt ;  and  as  to  the  money  paid  over 
after  the  adjudication  of  bankruptcy,  the  contracts,  as  well 
as  the  payment  and  receipt  of  the  differences,  being  illegal 
by  7  Geo.  II.  c.  8,  neither  the  bankrupt  nor  his  assignees 
could  maintain  an  action  to  enforce  the  contracts  or  recover 
the  sums  paid ;  and  that  the  differences  were  not  paid  to  the 
defendant  as  the  agent  of  the  bankrupt,  but  for  the  purpose 
of  being  distributed  among  his  Stock  Exchange  creditors.^ 

^  Nicholson  vb.  Gooch,  5  El.  &  Bl.    137.     For  actions  by  Bxx>keT8  for 
999;  2  Jur.  (n.  s.)  303;  25  L.  J.  C.  P.    commissions  and  money  laid  out  in 
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In  June,  I860,  the  act  of  George  II.  w^as  totally  repealed, 
the  text  of  the  repealing  act  clearly  indicating  that,  after  a 
trial  of  one  hundred  and  twenty-five  years,  the  Eng^sh 
people  were  satisfied  that  dealings  in  the  public  securities 
should  be  left  untrammeled,  even  at  the  cost  of  having 
business  men  speculate  in  them.  The  preamble  to  the  act 
is  as  follows :  ^'Whereas  an  act  was  passed,  in  the  seventh 
year  of  t];ie  reign  of  King  George  the  Second,  chapter  eight, 
to  prevent  the  practice  of  stock-jobbing,  and  by  another  act, 
passed  in  the  Tenth  year  of  the  said  King^s  reign,  chapter 
eight,  the  said  first-mentioned  act  was  made  perpetual 
And  whereas  the  said  acts  impose  unnecessary  restrictions 
on  the  making  of  contracts  for  the  sale  and  transfer  of  pub- 
lic stocks  and  securities,  and  it  is  therefore  expedient  to  re- 
peal the  same :  Be  it  enacted  by  the  Qaeen's  Most  Excel- 
lent Majesty,  by  and  with  the  advice  and  consent  of  the 
Lords  Spiritual  and  Temporal,  and  Commons,  in  the  present 
Parliament  assembled,  and  by  the  authority  of  the  same, 
as  follows :  I.  From  and  after  the  passage  of  this  act,  the 
said  two  several  acts  before  mentioned  shall  be,  and  the 
same  are  hereby  repealed."  * 

The  repeal  of  the  act  of  George  II.  of  course  immediately 
swept  away  all  restrictions  upon  dealings  in  the  public 
stocks,  and  placed  persons  in  reference  thereto  in  the  same 
condition  as  if  they  were  dealing  in  shares  of  private  or 
other  corporations.  But  it  should  be  stated  in  this  con- 
nection that  there  is  an  existing  English  statute  relative  to 
the  sale  or  transfer  of  shares  in  any  joint-stock  banking 


transactions  contrary  to  act  relating  Thacker  vs.  Hardy,  L.  R.  4  Q.  B.  D. 
to  wagers,  see  post,  p.  551.  685,  688;  Lathavo  vs.  Barber,  6  T. 

'  23  &  24  Vict.  c.  28.    See  also  R.  70. 
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company,  the  substance  of  which  is  given  below.^  The  ob- 
ject of  this  enactment  is  to  prevent  rans  on  banks,  which 
might  be  occasioned  by  a  fall  in  the  price  of  their  shares  re- 
sulting from  ^' short"  sales  or  gambling  transactions. 

And  by  the  Bankruptcy  Act,  1890,  section  8  (extending 
the  principle  of  the  Bankruptcy  Act,  1849,  section  201), 
the  discharge  of  a  bankrupt  may  be  refused  or  suspended,  if 
he  has  brought  on  his  bankruptcy  by  rash  and  'hazardous 
S})eculations.' 

In  the  State  of  New  York  an  act  against  stock-jobbing 
is  found  among  the  Bevised  Laws  passed  in  1812,  the  text 
of  which  is : 

"  That  all  contracts,  written  or  verbal,  hereafter  to  be 
made,  for  the  sale  or  transfer,  and  all  wagers  concerning 
the  prices  present  or  future,  of  any  certificate  or  evidence 
of  debt  due  by  or  from  the  United  States  or  any  separate 

^  By  30  Vict.  c.  29,  {  1,  it  is  en-  tract  note  as  required  by  this  act 

acted  that  all  contracts  made  after  has  been  declared  illegal  (see  chap- 

the  Ist  day  of  July,  1867,  for  the  ter  on  Usages)  the  contract  itself  is 

sale  or  transfer  of  any  shares,  stock,  merely  void.     A  Broker  who  disre- 

or  interest  in  any  joint-stock  bank-  garded  the  act  was  held  liable  in 

ing  company  in  England  or  Ireland,  damages  to  his  client  (Neilson  vs. 

constituted  under  or  regulated  by  James,  9  Q.  B.  D.  546),  and  a  pur- 

any  act  of  Parliament,  royal  charter,  chaser,  to  whom  shares  were  trana- 

or  letters-patent,  issuing  shares  or  ferred,  was  held  bound  to  indemnify 

stock,  transferable  by  any  written  the  vendor  as  to  calls  (Loring  vs. 

instrument,  shall  be  void  unless  such  Da^'is,  32  Ch.   D.  625).    See  also 

contract  sets  forth  in  writing  the  dis-  Perry  vs.  Bamett,  15  Q.  B.  D.  388; 

tinguishing  numbers  of  such  shares,  14    Q.    B.    D.    467;    Seymour   vs. 

stock,  or  interest  on  the   register;  Bridge,  14  Q.  B.  D.  460;  Coates  vs. 

or,  if  there  is  no  register,  the  person  Pacey,  8  T.  L.  R.  351,  474;  Mitchell 

in  whose  name  such  shares,  stock,  vs.  City  of  Glasgow  Bank,  4  App. 

or  interest  shall  at  the  time  of  mak-  Cas.  624;  Casey  vs.  Bentley,  1  Ir. 

ing  such  contract  stand  in  the  books  Rep.  376. 

of  the  company.     Although  a  cus-  '  Ex  parte  Rogers,  13  Q.  B.  D. 

tom  of  the  Stock  Exchange  not  to  438. 
give  names  or  numbers  in  the  con- 
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state,  or  any  diare  or  shares  of  the  stock  of  any  bank,  or 
any  share  or  shares  of  the  stock  of  any  company  established, 
or  to  be  established,  by  any  law  of  the  United  States,  or 
any  individual  state,  shall  be,  and  all  such  contracts  are 
hereby  declared  to  be  ab9olcite|y  void ;  and  both  parties  are 
hereby  discharged  from  the  lien  and  obligation  of  such  con- 
tract ot  wager;  unless  the  party  contracting  to  sell  and 
transfev  the  same  shall  at  the  time  of  making  such  contract 
be  in  the  actual  possession  of  the  certificate,  or  other  evi- 
dence of  such  debt  or  debts,  share  or  shares,  or  to  be  other- 
wise entitled  in  his  owa  right  or  duly  authorized  .or  em- 
powered by  some  person  so  entitled  to  transfer  the  said 
certificate,  evidence,  debt  or  debts,  share  or  shares,  so  to  be 
contracted  for.  And  the  party  or  parties  who  may  have 
paid  any  premium,  differences,  or  sums  of  money  in  pur- 
suance of  any  contract,  hereby  declared  to  be  void,  shall 
and  may  recover  all  such  sums  of  money,  together  with 
damages  and  costs,  by  action  on  the  case,  in  assumpsit  for 
money  had  and  received  to  the  use  of  the  plaintiff,  to  be 
brought  in  any  court  of  record."  * 

This  statute  was  re-enacted  by  the  Bevised  Statutes  of 
1830  in  the  language  given  in  the  notes.'  There  were  a 
number  of  decisions  under  these  New  York  statutes,  a 
reference  to  the  principal  of  which  will  be  found  pertinent 
in  this  connection. 

The  act  did  not  apply  to  sales  of  distributive  shares  of  the 

^2  R.   L.   187,   1 18;  Froet  vs.  cates  of  such  shares,  or  to  be  other- 

Clarkson,  7  Cow.  (N.  Y.)  26.  wise  entitled  thereto,  in  his  own 

"' AU  contracts  for  the  sale  of  right,  or  to  be  dtdy  authorised,  by 

stocks  are  void  unless  the  party  con-  some  person  so  entitled,  to  sell  the 

tracting  to  sell  the  same  shall  at  the  certificates  or  shares  so  contracted 

time  of  making  such  contracts  be  in  for"  (1  Hev.  Stat.  710,  1 6). 
the  actual  possession  of  the  certifi- 
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effects  of  a  dissolved  corporation,  such  shares  not  being 
stocky  but  were  non-negotiable  things  in  action.^  It  was 
likewise  held  not  to  apply  to  any  other  kind  of  property 
than  stocks.' 

In  the  case  of  Frost  vs.  Clarkson,"  where  a  vendor,  by  con- 
tract in  writing,  agreed  to  transfer  one  hundred  shares'of 
stock  in  sixty  days,  and  it  appeared  that  he  owned  that  num- 
ber at  the  time  of  making  the  contract,  but  in  the  interval 
between  the  contract  and  time  of  transfer  sold  sixty  shares, 
leaving  him  the  owner  of  only  forty  shares,  it  was  de- 
cided that  the  statute  *  did  not  avoid  such  a  contract,  and 
that  it  only  applied  where  the  vendor  did  not  own  the  stock 
at  the  time  the  agreement  was  made ;  that  the  sale  was  not 
of  any  particular  one  hundred  shares,  but  any  one  hundred 
shares  in  the  company ;  and  if  the  vendor  is  ready  to  receive 
a  transfer  and  pay,  any  other  one  hundred  shares  may  be 
procured  in  the  market.  Subsequently  *  the  Court  of  Ap- 
peals held  that  where  a  Broker  sold  for  his  principal  shares 
of  a  certain  stock  which  neither  owned  at  the  time  of  the 
sale,  deliverable  at  the  option  of  the  principal  in  thirty  days 
— the  transaction  being  illegal — the  principal,  under  the 
maxim  in  pari  delicto  potior  est  conditio  defendentisy  could 
not  recover  from  the  Broker  any  differences  to  which  he 
might  otherwise  be  justly  entitled ;  and  that  section  8,*  giving 
an  action  to  recover  back  money  paid  or  property  delivered 
did  not  aid  the  plaintiff,  as  that  section  only  applied  to  the 
parties  who  actually  paid  or  delivered  the  money  and  to  those 

» Jamee  vs.  Woodruff,  10  Pwge,  » 7  Cow.  (N.  Y.)  26. 

541;  aff'd  2  Den.  574,  but  opinion  «2  R.  L.  187,  §  18. 

not  reported.  '  Staples  vs.  Gould,  9  N.  Y.  520. 

>  Cassard  vs.  Hinman,  1  Bosw.  *  1  Rev.  Stat.  710. 
(N.  Y.)  207. 
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who  actaally  received  it— viz.,  the  Broker  defendant,  and 
the  third  person  to  whom  the  Broker  had  made  the  sale  of 
the  stocks.  So  it  was  farther  held  that  to  avoid  a  contract 
as  against  the  Stock-jobbing  Act  the  burden  of  proof  is 
npon  the  party  alleging  a  violation  to  show  that  when  the 
contracts  were  made  the  other  party  did  not  own,  and  was 
not  aathorized  to  sell,  the  stock  contracted  for;^  that 
where  a  contract  is  valid  on  its  face  all  the  plaintiff  has  to 
do  to  entitle  him  to  recover  is  to  show  a  readiness  and  offer 
on  his  part  and  a  refusal  by  the  defendant ;  and  that  saoh 
a  contract  at  common  law  and  in  the  absence  of  statute 
being  clearly  valid,  the  courts  will  not  presume  that  the 
party  contracting  to  sell  stocks  was  not  the  owner  thereof 
for  the  purpose  of  rendering  the  contract  void.  The  court 
refused  to  recognize  a  contrary  doctrine  laid  down  by  the 
Supreme  Court  of  Massachusetts  in  Stebbins  vs.  Leowolf,^ 
which  arose  out  of  a  contract  made  in  the  State  of  New 
York.« 

But  where  one  placed  money  in  the  hands  of  a  Broker  to 
indemnify  him  for  any  losses  which  might  accrue  upon  the 
sale  of  stock,  which  the  Broker  was  to  make  for  him  on 
time,  in  violation  of  the  above  statute,  he  can  recover  it 
back  if  the  Broker  has  not  paid  it  over,  without  notice  of 
the  illegality  or  not  to  pay.* 

In  Yaupell  vs.  Woodward'  the  question  arose  as  to 
whether,  in  an  action  by  a  Broker  against  a  purchaser  for 
not  accepting  stock  sold  on  time,  it  was  not  incumbent  on 
the  Broker  to  prove  a  resale  before  bringing  his  action. 

'  Dykera  vb.  Townsend,  24  N.  Y.  Mcnvaine  vs.  Egerton,  2  Rob.  (id.) 

67.  422. 

*  67  Mass.  143.  *  Gram  vs.  Stebbins,  6  Puge  Ch. 

'  See  also  Staples  vs.  Gould  (de-  124. 

eiBion  below),  6  Sandf.  (N.  Y.)  411;  *  2  Sandf.  Ch.  145, 146. 
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Ttie  argument  in  favor  of  this  view  was,  that  a  Brcdcer  with 
100  shares  of  a  particular  stodc  ooold  make  a  doeen  or  more 
sales  of  100  shares  of  that  stock  to  as  many  different  persons 
on  time ;  and  on  tfadr  failure  to  perform,  might  sustain  a 
suit  against  them  all,  upon  proof  of  his  having  owned  the 
100  shares;  and  that,  if  all  the  buyers  should  fulfil  and 
demand  their  stocks,  his  100  shares  would  not  go  far  to- 
wards completing  the  contracts  on  his  part.  The  EngUslh 
Stock-jobbing  Act,  it  appeared,  contained  a  provision  requir- 
ing such  a  resale  on  time  contracts.  While  the  court  ad- 
mitted the  cogency  of  this  argument,  it  nev^theleas  over- 
ruled the  same,  and  held  that  the  statute  contained  no 
provision  requiring  a  resale,  and  that  the  appar^t  defect 
could  only  be  remedied  by  further  legislation.  In  another 
case^  it  was  further  held,  that  a  Broker  who  purchased  for 
another  by  the  express  direction  of  the  latter,  and  did  not 
himself  agree  to  sell,  was  not  within  the  act.  In  this  case 
there  was  no  evidence  that  the  sellers  were  not  possessed  of 
the  stock  when  they  agreed  to  sell  it." 

It  seems,  however,  that  the  statute  of  New  York  was  not 
very  efficacious  in  preventing  "  short  sales"  of  stock,^  and  in 
the  year  1858  it  was  repealed  by  an  act  whit^  is  herewith 
given  in  full : 

"  No  contract,  written  or  verbal,  hereafter  made  for  the 
purchase,  sale,  transfer,  or  delivery  of  any  certificate,  or 
other  evidence  of  debt,  due  by  or  from  the  United  States, 
or  any  separate  state,  or  of  any  share  or  interest  in  the  stock 


'  Genin  vs.  Isaacson,  6  N.  Y.  Leg.  Mass.  428,  where  the  New  York 

Obs.  213.  statute  is  construed. 

'  See  also  Caasard  vs.   Hinman,  '  See  remarks  of  Hoffman,  J     in 

14  How.  (N.  Y.)  Pr.  84;  aff'd  1  Caasard  vs.   Hinman,  supra. 
Bosw.  207;  Thompson  vs.  Alger,  53 
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of  an  J  bank,  or  of  any  company  incorporated  under  any  law 
of  the  United  States,  or  of  any  individual  State,  shall  be 
void,  or  voidable,  for  any  want  of  consideration,  or  because 
of  the  non-payment  of  any  consideration,  or  because  the 
vendor  at  the  time  of  making  such  contract  is  not  the  owner 
or  possessor  of  the  certificate  or  certificates,  or  other  evi- 
dence of  such  debt,  share,  or  interest."  ^ 

By  this  act  the  selling  of  securities  ^*  short "  is  legalized, 
and  the  doctrine  of  the  common  law  re-established.^  The 
courts  of  New  York  have  held  that  the  effect  of  the  repeal 
of  the  statute  relating  to  stock-jobbing  takes  away  the  de- 
fence of  illegality  as  to  contracts  made  during  its  existence, 
precisely  as  if  such  statute  had  never  been  passed  ;  the  theory 
of  the  law  being  that  the  repeal  of  a  statute  which  makes 
contracts  illegal  on  the  ground  of  public  policy,  legalizes 
those  entered  into  during  its  continuance,  in  violation  of  the 
same.'  Nor  is  it  necessary,  in  an  action  to  recover  damages 
for  the  non-performance  of  a  contract  for  the  purchase  of 
stock,  for  the  plaintiff  to  allege  in  his  complaint  that  he  was 
the  owner  of  the  stock  at  the  time  of  making  the  contract, 
or  that  the  contract  was  in  writing.^ 

The  effect  of  the  repeal  of  the  Stock- jobbing  statute,  how- 
ever, was  not  to  avoid  the  necessity  of  having  a  contract  for 
the  sale  of  shares  of  stock  reduced  to  writing,  within  the 
Statute  of  Frauds.    The  latter  statute  is  still  in  force,  and 

'  Ch.  134,  Laws,  1858,  repealed  "short/'  but  this  law  was  repealed 

by  the  Personal  Property  Law,  and  by  the  General  Corporation  Law,  as 

re-enacted  in  amended  form  therein  amended  in  1892. 

(1 22).  'Washburn     vs.     Franklin,     35 

>  Except  in  so  far  as  it  was  abro-  Baib.  (N.  Y.)  590;  s.  c.  13  Ab.  Pr. 

gated,  as  to  officers  and  directors  of  140;  rev'd  24  How.  Pr.  515;  11  Ab. 

railroad  corporations,  by  L.  1884,  Pr.  93. 

ch.  223,  which  made  it  a  criminal  *  Id.                                            * 
offence   for  such   officials  to   sell 
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unaffected  to  the  extent,  at  least,  of  requiring  such  a  con- 
tract to  be  in  writing  properly  subscribed.* 

Id  the  State  of  Massachusetts'  there  is  a  law  which  de- 
clares that  a  contract  for  the  sale  or  transfer  of  a  certificate, 
or  other  evidence  of  debt  due  from  the  United  States,  or  a 
State,  or  of  any  stocks,  or  any  share  or  interest  in  the  stock, 
of  a  bank,  company,  city,  or  village  incorporated  under  a 
law  of  the  United  States,  or  a  State,  is  void,  unless  the  party 
contracting  to  sell  or  transfer  the  same  is,  at  the  time  of 
making  the  contract,  the  owner  or  assignee  thereof,  or  is 
authorized  by  the  owner  or  assignee,  or  his  agent,  to  make 
the  sale  or  transfer.  This  statute  has  been  before  the  courts 
for  construction  in  several  cases.' 

In  Durant  vs.  Burt^  the  court  held  that  where  a  Client 
gave  his  Broker  an  order  to  purchase  stock  for  him,  and  the 
Broker  does  so,  in  accordance  with  the  instructions  and  the 
usages  of  the  Stock  Exchange,  and  the  Client  subsequently 
refuses  to  take  the  stock,  should  the  Broker,  after  notice, 
sell  it,  the  latter  is  entitled  to  recover  the  loss  sustained, 
together  with  his  commissions.  The  court  further  de- 
cided that  the  plea  that  the  contract  was  illegal,  because 
made  by  the  Broker  with  another  member  of  the  Stock 
Exchange,  in  violation  of  the  above  statute,  was  no  defence 

'  Johnson  vs.  Mulry,  4  Robt.  (N.  Stebbins  vs.  Leowolf,  57  Mass.  137; 

Y.)  401.  Thompson  vs.  Alger,  53  Mass.  428; 

'  Laws,  1836,  ch.  279;  Gen.  Stat,  opinion  of  Parker,  C.  J.,  in  Howe  v& 
Mass.  ch.  105,  §  6.  Now  re-enacted  Starkweather,  17  Mass.  243;  Sar- 
in Rev.  Laws  of  1901,  Title  XIII.  gent  \'s.  Franklin  Ins.  Co.  25  Mass. 
ch.  74,  §  7.  98.    See    also    United    States    vs. 

*  Barrett  \-s.  Mead,  92  Mass.  337;  Yaughan,  3  Binn.  394.     See  also,  for 

Barrett  \'s.  Hyde,  73  Mass.  160;  Du-  other  cases  interpreting  the  Massa- 

rant  \'s.  Burt,  98  id.  161 ;  Price  \*s.  chusetts  statute.  Rock  \'s.  NichoUs, 

Minot,    107  Mass.   49;   Brown  \'s.  85   Mass.   342;  Colt  \-s.  Clapp,  127 

Phelps,  103  id.  313,  314;  Brit^ham  Mass.  476;  and  cases  cited  post. 

vs.  Mead,  92  Mass.  245.     See  also  ^  Supra.* 
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to  the  action;  especially  where  the  purchasing  Broker  is 
not  shown  to  have  been  aware  of  this  fact,  or  to  have  been 
aware  that  the  contract  was  illegal  under  the  Statute  of 
Frauds.  The  case  of  Brown  vs.  Phelps  ^  also  arose  under  the 
Stock-jobbing  Statute  of  Massachusetts.  There  a  Broker, 
employed  to  purchase  stock,  contracted  for  it  in  his  own  name 
with  J.  S.,  who  owned  it  at  the  time,  but  had  made  a  prior 
contract  for  its  sale.  The  employer,  for  groundless  reasons, 
repudiated  the  contract ;  but  the  Broker,  having  no  knowl- 
edge of,  or  reason  to  suspect,  the  prior  sale  by  J.  8.,  paid  for 
the  stock  when  tendered  to  him.  Held,  that  the  statute^ 
making  void  contracts  for  the  sale  of  stocks  not  owned  by 
the  seller  did  not  debar  the  Broker  from  recovering  from 
his  employer  the  amount  so  paid. 

^^  The  defendant,"  said  the  court,  ^^  contends  that  the  case 
of  Stebbins  vs.  Leowolf  is  a  decisive  authority  against  the 
plaintiff's  claim  in  respect  to  these  shares.  That  case  related 
to  a  statute  of  the  State  of  New  York,  but  our  own  statute  is 
substantially  like  it,  and  must  receive  the  same  construction. 
In  that  case  the  plaintiff  had  contracted  to  purchase  the  stocks 
as  agent  of  the  defendant ;  but  he  was  conversant  with  all 
the  facts  and  of  the  objections  to  the  validity  of  the  contract 
entered  into  by  him,  and  volunteered  to  pay  the  claims  of  the 
vendors  of  the  stock  without  any  legal  liability  on  his  part. 
Under  these  circumstances,  the  court  say  that  he  must  be 
taken  to  have  paid  the  money  in  his  own  wrong,  if  the  con- 
tract he  entered  into  was  in  fact  illegal.  And  they  held 
that  the  burden  of  proof  was  on  him  to  show  a  legal  con- 
tract, in  order  to  make  a  prima  facie  case.  The  decision 
was  in  conformity  with  the  elementary  law  of  agency,  ac- 

*  103  Mass.  313.  re-enacted  in  Rev.  Laws  of  1901, 

'  Qen.    Stat.   ch.    105,    {  6,  now  tit.  XIII.  c.  74,  §  7. 
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eording  to  which,  if  an  agent  knowingly  pays  money  on  an 
illegal  contract,  after  it  has  been  repudiated  by  his  princi- 
pal, he  cannot  thereby  bind  his  principal.  Bat  in  the  pres- 
ent case  no  such  knowledge  of  facts  appears  in  the  agreed 
statement.  The  plaintiffs  contracted  to  purchase  the  shares 
of  one  who  actually  owned  them.  They  were  not  bound  to 
presume  that  he  had  previously  contracted  to  sell  them  ;  and 
there  was  nothing  to  put  them  on  inquiry ;  nor  does  it  ap- 
pear that  they  had  any  means  of  ascertaining,  by  the  use  of 
reasonable  diligence,  what  private  contracts  Spencer  had 
made  with  other  persons." 

Nor  is  an  agreement  to  purchase  stocks  for  another,  and 
sell  them  again  within  a  certain  time,  and  share  the  profits, 
but  bear  alone  any  loss,  within  the  statute.^  And  a  con- 
tract for  the  sale  of  railroad  stock  by  one  who  had  originally 
pledged  it,  and  of  which  the  pawnee  held  the 'certificate, 
but  which  the  pawnor  had  authorized  the  pawnee  to  sell 
whenever  he  had  an  opportunity,  is  not  within  the  New 
York  statute  concerning  stock-jobbing.' 

A  promissory  note  given  in  consideration  of  money  paid 
by  request  of  the  maker  to  a  Broker,  for  losses  sustained  in 
stock-jobbing,  negotiated  by  the  latter  for  the  former,  in  vio- 
lation of  the  statute,  is  valid  ;  but  mone}^  paid  for  losses  in 
stock-jobbing  cannot  be  recovered  back.'  Nor  can  the  payee 
of  a  check  received  in  payment  for  shares,  which  were  not 
owned  by  him  at  the  time  when  he  undertook  to  sell  them, 
maintain  an  action  thereon  against  the  drawer.^ 

A  promise  by  the  holder  of  more  than  300  shares  in  the 
stock  of  a  corporation,  to  transfer  300  shares  whenever  he 

>  Barrett  vs.  Hyde,  73  Mass.  160.       » Wyman  vs.  Fiske,  85  Mass.  238. 

>  Thompaon  vs.  Alger,  53  Mass.       *  Rock  vs.  Nichols,  id.  342. 
428. 
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shall  acquire  enough  shares  to  enable  him  to  do  so,  and 
still  retain  a  majority  of  all  the  shares  in  the  corporation, 
is  not  within  the  statute.^ 

An  interesting  case  arose  in  the  Supreme  Court  of  Massa- 
chusetts, in  which  the  validity  of  speculations  in  selling  cer- 
tain stock  "  short "  in  New  York  was  reviewed  under  the 
statute  of  that  State.  The  case  had  been  referred  to  an 
auditor.  The  facts  showed  that  the  plaintiffs  in  1872  were 
partners  as  Brokers  in  New  York.  Prior  to  that  time  the 
defendants'  testator,  D.,  had  employed  and  made  sales  and 
purchases  of  stock  through  them.  On  the  25th  of  October, 
1872,  the  plaintiffs  received  and  executed  an  order  from  D. 
to  sell  "  short'*  100  shares  of  the  "  common"  stock  of  the 
Chicago  and  Northwestern  Railway,  and  on  the  26th  they 
received  and  executed  an  order  to  sell  another  100  shares. 
The  first  was  sold  at  $76|  per  share  and  the  latter  at  $S2|. 

The  auditor  found  that  in  "short"  sales  the  seller  is 
required  neither  to  own  nor  part  with  the  stock  sold.  The 
seller's  Broker  borrows  the  stock  and  pays  the  agreed  price, 
generally  in  a  certified  check.  The  borrower  or  lender  may 
at  any  time  close  the  transaction,  the  one  by  tendering  and 
the  other  by  demanding  the  stock.  If  called  for  and  not  re- 
turned, the  lender  has  a  right  to  buy  in  the  stock  at  the 
market  price,  and,  in  case  of  an  advance,  to  charge  the  bor- 
rower with  the  difference.  With  this  course  D.  was  familiar. 
On  November  23, 1872,  O.  &  Co.,  of  whom  the  plaintiffs 
had  borrowed  the  stock,  called  for  its  return.  Since  Novem- 
ber 20  the  stock  had  been  rapidly  rising,  and  on  the  21st, 
22d,  and  23d  the  plaintiffs  "  addressed "  numerous  letters 
and  telegrams  to  D.,  asking  him  to  come  and  settle  or  cover 

*  Price  vs.  Minot,  107  Mass.  49. 

32 
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his  margins.  The  plaintiffs  received  no  reply,  and  they  pro- 
ceeded to  act  on  D.'s  previous  general  instructions — to  use 
their  discretion  in  the  protection  of  his  interests.  On  Ifo- 
vember  23,  therefore,  they  bought  100  shares  at  $150,  and, 
on  November  25,  100  more  at  $175  per  share,  and  with 
these  200  replaced  the  stock  borrowed  from  O.  &  Co.  The 
loss  on  the  transaction  was  $16,625.  The  plaintiffs  had  a 
previous  balance  of  $1,924.28  to  the  credit  of  D.  The  bal- 
ance due  them  was,  therefore,  $14,700.72,  and  this  sum, 
with  interest,  was  sought  to  be  recovered  against  D.'s  es- 
tate. The  defendants  set  up  several  defences.  The  first 
was  that  the  sales  were  illegal ;  if  not  illegal,  that  the  plain- 
tiffs failed  to  give  due  notice  to  D.  to  make  his  margin  good 
(there  being  no  evidence  that  the  letters  and  telegrams  were 
delivered),  or  that  in  default  thereof  the  plaintiffs  would 
buy  in  stock  to  replace  that  borrowed ;  that  if  there  was 
notice  the  plaintiffs  were  only  bound  to  furnish  "  preferred  " 
stock,  which  sold  at  $87.25  on  November  23  and  25,  instead 
of  "  common ; "  and  that  the  plaintiffs  bought  stock  for  a 
less  price  in  transactions  of  their  own  on  the  same  day. 
There  was  also  a  declaration  in  set-off  for  the  $1,924.28  had 
and  received  by  the  plaintiffs  to  the  defendants'  use.  The 
auditor  found  that  the  plaintiffs  were  entitled  to  recover  in 
the  sum  of  $18,829.09,  but  the  case  was  recommitted  to 
him  to  report  the  evidence,  which  he  did.  Coming  before 
the  Supreme  Court,  the  case  was  opened  to  a  jury  and  the 
report  of  the  auditor  submitted.  The  defendants'  counsel 
contended  and  argued  that  although  such  a  transaction,  if 
proved,  was  authorized  by  the  statute  of  New  York  which 
permitted  stock-jobbing  and  such  "  short "  sales,  still  a 
court  of  Massachusetts  was  not  bound  by  comity  to  en- 
force the  contract  here,  there  being  an  express  statute  of 
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the  State  prohibiting  such  transactions,  and,  apart  from 
such  statute,  that  the  transaction  was  contrary  to  public 
policy  and  good  morals.  It  was  contended  and  argued  at 
length  by  the  counsel  for  the  plaintijffs  that  such  a  contract 
was  not  illegal,  and  that  it  could  be  enforced  by  the  Massa- 
chusetts courts ;  that  being  valid  in  New  York,  where  the 
contract  was  made,  it  could  be  enforced  here,  where  the 
remedy  is  sought.  In  the  New  York  case  of  Knowlton 
vs.  Fitch,^  the  court  held  that,  so  long  as  these  transactions 
are  not  prohibited  by  law,  there  is  no  reason  for  relieving 
either  party  from  the  responsibilities  which  he  incurs  by 
engaging  in  them.  The  court  ruled  that  the  action  could 
not  be  maintained,  and  directed  a  verdict  for  the  defend- 
ants.^ 

'  52  N.  Y.  288.  chase  were  ddivered,  it  was  held 

'  Leonard  vs.  Hart,  N.  Y.  Herald,  that  he  had  not  violated  the  statute, 

Oct.  2,  1877.     Although  a  contract  and  that  the  transaction  was  not 

is   void    under  the   Massachusetts  gambling.     Mann  vs.  Bishop,  136 

statute,    a    Stock-broker  may  re-  Mass.  495. 

cover  moneys  paid  under  such  con-  An  agreement  between  two  per- 
tract  from  his  principal.  Jones  vs.  sons  to  share  equally  in  the  profits 
Ames,  135  Mass.  431.  The  sale  of  and  losses  on  stock  then  owned  by 
shares  before  the  date  of  delivery  one  of  them,  is  not  within  the  stat- 
does  not  make  the  contract  illegal,  ute,  nor  does  the  fact  that  it  was 
when  the  vendor  had  possession  at  bought  by  agents  of  the  Brokers  of 
the  date  of  the  contract.  Pratt  vs.  the  owner,  who  had  not  put  up  any 
American  Bell  Telephone  Co.,  141  margin,  make  it  a  wagering  trans- 
Mass.  225.  See  Duchemin  vs.  Ken-  action,  when  by  reason  of  other 
daJl,  149  Mass.  171;  Meehan  vs.  transactions,  his  credit  with  the 
Sharp,  151  Mass.  564.  When  a  Brokers  was  good.  Bullard  vs. 
Stock-broker,  a  member  of  the  Bos-  Smith,  139  Mass.  492. 
ton  Stock  Exchange  bought  stocks  When  the  Stock-broker  had  in  his 
on  a  Saturday,  and  sold  a  portion  of  possession  certificates  for  the  num- 
them  the  same  day  to  another  mem-  ber  of  shares  of  stock  sold  by  him, 
ber,  and  on  Monday,  according  to  and  which  he  was  duly  authorized 
the  custom  of  the  Exchange,  he  by  his  principal  to  sell,  the  case  is 
received  the  certificates,  and  writ-  not  within  the  statute.  Frazier  vs. 
ten  memoranda  of  the  sale  and  pur-  Sinmions,  139  Mass.  531. 
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A  similar  statute  also  existed  in  Pennsylvama,^  bat  it 
has  been  repealed.' 

By  the  Eevised  Statutes  of  Illinois,'  it  is  enacted  that 
"  whoever  contracts  to  have  or  give  to  himself  or  another 
the  option  to  sell  or  buy  at  a  future  time  any  grain  or 
other  commodity,  stock  of  any  railroad  or  other  com- 
pany, or  gold,  or  forestalls  the  market  by  spreading  false 

m 

rumors  to  influence  the  price  of  commodities  therein,  or 
corners  the  market,  or  attempts  to  do  so,  in  relation  to 
any  such  commodities,  shall  be  fined  not  less  than  $10  or 
more  than  1^1,000,  or  confined  in  the  county  jail  not  exceed- 
ing one  year,  or  both ;  and  all  contracts  made  in  violation 
of  this  section  shall  be  considered  gambling  contracts,  and 
void."* 

»  Act  of  May  22, 1841  (L.  1841,  p.  Spaids,  id.  493;  Doxey  vs.  Spaids, 

398),  §  6.  id.  549;  Ex  parte  Young,  6  Bias.  53; 

*  For  decisions  under  this  statute,  Colderwood  vs.  McCrea,  11  111.  App. 

Bee  Chillas  vs.  Snyder,  1  Phila.  (Pa.)  543;  Kreigh  \s.  Sherman,  105  III. 

289;Krausev8.  Setley,  2id.  32.  49;  Brand  vs.  Henderson,  107  111. 

»Ch.    38,    §130    (Cothran's    ed.  141;  Pearce  vs.  Foote,  113  LI.  228; 

1881).      See    also   Hurd's   edition,  Osgood  vs.  Bauder,  75  Iowa,  550; 

(1901)  p.  614,  c.  38,  S  130.  M(€ormick    vs.    Nicholls,    19    Dl. 

*See    the    able    and    interesting  App.  334;  Coffman  vs.  Young,  20 

charge  of  Mr.  Justice  Jamieson  to  a  111.  App.  76;  Higgins  vs.  McCrea, 

grand  jury  of  the  criminal  court  of  116  U.  S.  671 ;  Carroll  vs.  Holmes,  24 

Chicago,  October  12,  1881,  given  in  111.  App.  453;  Oris  wold  vs.  Gregg,  24 

full  at  p.  635,  in  which  this  statute  HI.  App.  384;  New  York  &  Chicago 

is  interpreted  and  discussed.     The  Grain  &  Stock  Exchange  vs.  Mdlen, 

decisions  under  this  act  have  been  27  HI.  App.  556;  Wheeler  vs.  Mc- 

very  numerous,  and  nearly  all  relate  Dermid,  36  HI.  App.  179;  Fobs  vs. 

to  dealings  in  grain,  pork,  and  other  Cummings,   149   Dl.  353;  Samuels 

like  conmiodities.  vs.  Oliver,   130  111.  73;  Pope  vs. 

In  the  following  cases,  such  trans-  Hanke,  155  lU.  629;  Miles  vs.  An- 

actions  have  been  held  to  be  within  drews,  40  HI.  App.  155;  Watte  vs. 

the  statute:   Pickering  vs.    Cease,  Costello,  40  HI.  App.  307;  Powell  vs. 

79  111.  328;  Webster  vs.  Sturges,  7  McCord,  121  HI.  330;  International 

111.  App.  560;  Beveridge  vs.  Hewitt,  Bank  vs.  Vankirk,  39  HI.  App.  23; 

8  id.   467;  Commercial   Bank  vs.  Kennedy  vs.   Stout,   26  HI.   133; 
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Statutes  have  also  been  enacted  in  several  other  states, 

prohibiting  option  contracts,  dealings  in  futures  or  ^'on 

margin"  or  ^'bucket  shop"  transactions  in  stocks  or  com- 
modities,  where  no  delivery  is  intended. 

Wright  vs.  Cudahy,    168  Dl.   86;  refct,  93  HI.  App.  642;  Cothran  vs. 

Treat  vb.  Snydecker,  92  Dl.  App.  Ellis,  125  HI.  496;  Pearce  vs.  Rioe, 

458;  Butler  vs.  Nohe,  98  111.  App.  142  U.  S.  28;  Warren  vs.  Scanlon, 

625;  Paidridge  vs.  Cutler,  168  Dl.  59  HI.  App.  138;  DiUon  vs.  McCrea, 

504;  Gardiner  vs.  Meeker,  169  lU.  59  Dl.  App.  505;  Bamett  vs.  Bax- 

40;  Kruse  vs.  Kennett,  181  HI.  199;  ter,  64  lU.  App.  544;  Bryan  vs. 

Walker  vs.  Johnson,  59  HI.  App.  Lamson,  88  lU.   App.  261;  Clews 

448;  Calumet  Co.  vs.  Williams,  97  vs.  Jamieson,  182  U.  S.  461;  Riebe 

HI.  App.  365;  Illinois  Trust  &  Sav-  vs.  Hellman,  69  111.  19;  Scanlon  vs. 

ings  Bank  vs.  La  Toushe,  101  HI.  Warren,   169   HI.    142;  Schlee  vs. 

App.  341 ;  Brown  vs.  Alexander,  29  Guckenheimer,  179  HI.  593;  West 

HI.    App.    626;    Central    Grain    &  vs.  Marquart,  78  HI.  61;  Mtmns  vs. 

Stock  Ex.  of  Chicago  vs.  Bendinger,  Donovan  Commission  Co.,  91  N.  W. 

48  C.  C.  A.  726.  789;  Prentiss  vs.  Press,  63  HI.  App. 

Decisions   in   which   dealings  in  430;    Morris    vs.    Dixon    National 

grain  and  produce  have  been  held  Bank,  55  HI.  App.  298;  Marvel  vs. 

not  to  be  gambling  within  the  stat-  Marvel,  96  HI.  App.  609;  Bank  vs. 

ute  are:    Pixley  vs.   Boynton,   79  Edman,  99  HI.  App.  235. 

HI.  351 ;  Sanborn  vs.  Benedict,  78  Transactions  in  stocks  have  been 

111.  309;  Walcott  vs.  Heath,  id.  433;  held  to  be  within  the  statute  in  the 

Cole  vs.  Milmaine,  88  id.  349;  Gil-  following  cases:  Schneider  vs.  Tur- 

bert  vs.  Ganger,  8  Biss.  214;  Jack-  ner,  130  HI.  28;  Locke  vs.  Fowler, 

son  vs.  Foote,  11  Biss.  223;  Miller  41  HI.  App.  66;  Wolsey  vs.  Neeley, 

vs.  Bensley,  20  HI.  App.  528;  White  62  111.  App.  141;  Peterson  vs.  Cur- 

vs.  Barber,  123  U.  S.  392;  Roche  vs.  rier,  62  HI.  App.  163;  aff'd  163  111. 

Day,  20  HI.  App.  417;     King  vs.  528. 

Luckey,  21  HI.  App.  132;    Benson  And  in  the  following  cases  stock 

vs  Morgan,  26  HI.  App.  22;  Grubey  and  bond  transactions  were  held  not 

vs.  National  Bank  of  Illinois,  35  HI.  to  come  within  its  purview:  Clews 

App.  354;  Ward  vs.  Vosburgh,  31  vs.  Jamieson,  182  U.  S.  461;  Grubey 

Fed.  12;  Curtis  vs.  Wright,  40  HI.  vs.  Nationd  Bank  of  Illinois,  35  HI. 

App.  491;  Hitchcock  vs.  Com  Ex-  App.  354;  Wolf  vs.  National  Bank 

change   Bank,  40    HI.    App.    414;  of  Illinois,  178  HI.  85;  Ubben  vs. 

Brand  vs.  Lock,  48  HI.  App.  390;  Binnian,   182  HI.  508;  Taylor  vs. 

Fox  vs.  Steever,  55  HI.  App.  255;  Bailey,   169  HI.   181;  Skinner  vs, 

Minnesota  &c.  Co.  vs.  Whitebreast  Osgood,  83  HI.  App.  454. 

&c.  Co.,   160  HI.  97;  Lamsen  vs.  There  is  a  distinction  made  be- 

Boyden,  160  HI.  613;  Hall  vs.  Bar-  tween  a  contract  for  future  delivery^ 
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By  Laws  of  1887,  in  force  July  1, 1887  (Starr  &  CurUs's 
Ann.  St.,  vol.  1,  p.  1304),  keeping  a  bucket  shop  in  Illinois, 
to  deal  in  stocks,  grain,  etc.,  on  margins,  is  declared  unlaw- 
ful, and  penalties  of  fine  and  imprisonment  are  inflicted.  A 
conviction  under  this  act  for  keeping  a  backet  shop  and 
deaUng  in  grain  on  margins  therein  was  sustained,  although 
defendant  was  only  agent  for  a  Chicago  firm  of  Brokers.* 
The  intention  of  the  person  keeping  the  bucket  shop  need 
not  be  proved.* 

A  statute  as  to  options  resembling  that  of  Illinois  was 
passed  in  Ohio  in  1882.^  Under  this  statute,  an  option 
contract  in   stocks  or  commodities,  where  both  parties 

where  the  time  of  delivery,  within  Cable  Ck).  vs.  Lathrop,  33  lU.  App. 
fixed  and  reasonable  limits,  is  op-  400. 

tional  with  either  party,  and  a  con-  *  Soby  vs.  The  People,  134  El.  66. 
tract  whereby  either  party  is  given  '  Caldwell  vs.  People,  67  111.  App. 
an  option  to  buy  or  sell,  at  a  future  368.  The  object  of  the  statute  is  to 
time,  grain  or  other  commodity,  prevent  gambling.  Board  of  Trade 
The  former  is  binding,  but  the  lat-  vs.  Central  Stock  &  Grain  Ex- 
ter,  as  being  a  gambling  contract,  change,  98  111.  App.  218;  aff'd  196 
is  not.  Webster  vs.  Sturges,  7  111.  111.  396.  As  to  what  transactions 
App.  560.  In  Schneider  vs.  Tur-  will  sustain  an  allegation  that  a 
ner,  130  HI.  28,  it  was  held  that,  bucket  shop  was  kept,  see  Christie 
prior  to  the  passage  of  the  act,  it  vs.  Board  of  Trade,  96  111.  App.  235. 
was  lawful  to  have  or  give  an  op-  Even  although  the  maker  of  a 
tion  to  sell  or  buy  grain  or  stocks,  note  might  have  a  good  defence  in 
and  such  contracts  were  not  void  or  an  action  to  recover  the  amount,  on 
voidable  at  common  law,  but  the  the  ground  that  it  was  given  in 
statute  made  all  such  contracts  bucket  shop  transactions,  the  fact 
void  whether  it  was  intended  to  that  he  surrendered  it  and  gave  an- 
settle  by  differences  or  not.  In  other  in  lieu  thereof,  estops  him 
Booth  vs.  People,  186  111.  43,  aff 'd  from  making  such  a  defence.  Fos- 
184  U.  S.  425;  the  statute  was  held  dick  vs.  Myers,  81  111.  App.  544. 
to  be  constitutional.  Ninety  per  cent  of  the  transactions 

Option  contracts  in  coffee,  where  on  the  Chicago  Board  of  Trade  are 
delivery  was  intended,  were  held   violative  of  this  statute.     See  cases 
valid  by  the  common  law  of  New   cited  ante,  p.  24. 
York,  where  the  contracts  were  to       '  Bates  Annotated  State,  of  Ohio^ 
be    executed.      Postal    Telegraph   §  6934a. 
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Understood  that  differences  only  were  to  be  settled^  is  a 
wager,  and  moneys  paid  on  snch  a  contract  are  recoverable 
under  section  4270,  and  the  defendant  cannot  avoid  pay- 
ment on  the  assumption  that  he  acted  as  a  commission 
merchant  only.*  If  one  gives  money  to  another  as  his 
agent  to  invest  in  illegal  option  contracts  in  wheat,  and 
the  latter  places  the  money  with  Brokers,  the  owner  may 
recover  it,  and  resulting  profits,  from  the  agent.' 

By  §§  6934  a  1-5  of  the  Ohio  statutes  bucket  shops  are 
prohibited,  and  a  penalty  for  gambling  in  stocks,  bonds,  pe- 
troleum, cotton,  grain,  and  other  produce  is  imposed.  By 
§  4270,  moneys  paid  by  the  loser  to  the  winner  may  be 
recovered,  and,  by  §  4271,  the  loser  may  also  recover  from 
other  persons  interested.* 

Under  the  Code  of  Georgia  a  contract  to  do  an  immoral 


'  Lester  vs.  Buel,   49    Ohio  St.  As  to  evidence  which  was  deemed 

240.  insufficient  to  prove  a  transaction 

'Norton  vs.  Blinn,  39  Ohio  St.  in  grain,  on  the  Chicago  Board  of 

145.     But  if  the  money  has  been  Trade,  a  gambling  one,  see  Preston 

actually  invested  by  the  agent,  and  vs.  Cincinnati,  C.  &  H.  V.  R.  Co.,  36 

the  illegal  transactions  in  wheat  are  Fed.  Rep.  54. 

not  yet  dosed,  it  cannot  be  recovered  If  there  is  an  intent  to  deliver 

by  the  one  advancing  it.     Rogers  and  receive  stocks  and  bonds,  the 

vs.   Corre,    10   Ohio    Cir.    Ct.    R.  transaction  is  not  a  gambling  one, 

346.  although  the  sales  and  purchases 

Option  dealings  in  oil  with  no  in-  are  for  speculation.     Qoodhart  vs. 

tention  to  deliver  are  within  the  Roetert,   10  Ohio  Dec.  40.     And 

statute.     Morris    vs.    Norton,    75  both  parties  must  intend  to  gamble, 

Fed.  912.  to  make  the  transaction  of  a  wager- 

'  A  telegraph  company  cannot  be  ing   character.    Id.     Persons   who 

enjoined  from  removing  its  "tick-  merely  back  gambling  transactions 

ers"    from    bucket    shop    rooms,  in  grain  and  pork  futures  by  furnish- 

Bradley  vs.  Western  Union  Tele-  ing  telegraphic  wires  and  market 

graph  Co.,  8  Ohio  Dec.  Rep.  707;  quotations,   and   have  a  share  in 

Griffith  vs.  Same,  8  id.  571.    See  the  commissions,  are  nevertheless 

Kahn    vs.    Walton,   46   Ohio    St.  liable  under  sec.  4271.    Rogers  vs. 

195.  Edmund,  2\  Ohio.  Cir.  Ct.  Rep.  675. 
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or  illegal  thing  (§  3666),  or  a  wagering  contract  (§  3668),  is 
void.    Short  sales  are  also  void  (§  3537).* 

Dealing  in  options  in  corporation  stocks  and  grain,  in 
bucket  shops,  was  also  declared  unlawful  in  1891  by  the 
Code  of  Iowa  (§  4967),  and  the  keeper  is  subject  to  fine  and 
imprisonment  (§  4968).* 


'  A  contract  for  the  future  de-  paying  differences  only.  Tomblin 
livery  of  cotton  was  held  void  under  vb.  Callen,  69  Iowa,  229. 
this  statute,  §  3537.  Branch  vs.  The  mere  fact  of  putting  up  mar- 
Palmer,  65  Ga.  210;  Thompson  vs.  gins  does  not  make  option  contracts 
Cumminf^,  68  Ga.  124;  and  of  in  futures  void.  The  question  is 
wheat,  Porter  vs.  M&ssengale,  68  did  the  parties  intend  delivery. 
Ga.  296.  Dama^i^es  cannot  be  re-  Union  Bank  vs.  Carr,  13  Chicago  L. 
covered  from  a  telegraph  company  News,  197;  4  Ky.  L.  R.  635;  Hocker 
for  failure  to  deliver  a  messai;e  in  vs.  Western  Union  Tel.  Co.,  34  So. 
such  transactions  in  coffee.     Coth-  (Fla.)  901 . 

ran  vs.  Western  Union  Telegraph  The  intention  of  both  parties  to 

Co.,  83  Ga.  25,  overruling  Tel.  Co.  an  optional  contract  in  grain  on  the 

vs.  Blanchard,  68  Ga.  299,  nor  can  Chicago    Board    of    Trade    as    to 

a  bank  be  compelled  to  perform  its  whether  there  shall  be  delivery  is  to 

agreement  to   advance  money  on  be  determined,  not  only  from  the 

cotton    "futures."     Moss   vs.    Ex-  contract,  but  from  the  conduct  of 

change  Bank,  102  Ga.  808,  but  if  a  the  parties.     Where  the  evidence  is 

bank  advances  money  through  one  conflicting  the  verdict  of  the  court, 

of  its  officers  on  such  transactions,  sitting  as  a  jury,  will  not  be  dis- 

it   cannot   recover.     Singleton    vs.  turbed.     Press  vs.  Duncan,  69  S. 

Bank,  113  Ga.  527.     Such  transac-  W.  Rep.  643. 

tions  are  not  protected  by  the  in-  An  option  for  future  delivery  to 

terstate    commerce    clause    of   the  be  performed  in  Chicago  was  held 

United  States  Constitution.     Alex-  void  under  the  law  of  that  State, 

ander  vs.  State,  86  Ga.  246.  Osgood  vs.  Bauder,  76  Iowa,  550. 

'  Prior  to  this  statute  there  should  A  note  in  settlement  of  a  gambling 

have   been   an    intent   to    deliver,  deal  in  future?  is  void  in  the  hands 

Lowe   vs.   Young,    59   Iowa,    364;  of   an  innocent  holder.     Bank  vs. 

Gregory  vs.  Wattower,  58  Iowa,  711;  Carroll,  80  Iowa,  1 1 . 

Bank  vs.  Packing  Co.,  66  Iowa,  41;  Under  the  statute,  the  intention 

Douglas  vs.  Smith,  74  Iowa,  408.  to  make  the  transaction  a  gambling 

An  intention  by  one  of  the  parties  one  must  be  mutual,   and  if   the 

was  suflicient.     Merry  vs.  Ochiltree,  commission  merchant  does  not  dis- 

59  Iowa,  435,  but  there  might  be  a  close  from  whom  he  made  the  pur- 

bona  fide  intent,  with  possibility  of  chases,  the  jury  may  find  the  con- 
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Contraots  in  ^^  futures  "  in  stocks  and  certain  commcKli- 
ties,  without  intent  to  deliver,  are  declared  void  in  North 
Carolina  by  Laws  of  1889,  c.  221,  and  persons  engaging 
therein  are  guilty  of  misdemeanor.  Money  lent  to  pay 
losses  in  such  transactions  may,  however,  be  recovered,  if 
the  lender  was  not  connected  therewith.^  When  a  commis- 
sion Broker  testified  that  certain  contracts  in  "  futures  "  in 
meat  were  speculative  contracts,  and  that  either  party 
might  demand  delivery,  there  was  a  question  for  the  Jury 
as  to  whether  the  contracts  were  within  the  statute.^ 

By  the  Civil  Code  of  South  Carolina,  §  2310  (§  1859,  Eev. 
Stat,  of  1883),  it  is  provided  that  future  sales  of  bonds, 
stocks,  cotton,  grain,  or  certain  other  products,  shall  be  void 
unless  the  vendor  is  the  owner,  or  unless  it  is  the  intention 
of  the  parties  to  have  actual  delivery.^ 

And  by  §  2311  in  actions  to  enforce  such  contracts,  the 

tract  a  wagering  one.  Counsel-  contract  is  valid  under  the  statute, 
man  vs.  Reichart,  103  Iowa,  430.  and  such  contract  may  be  made  by 
A  note  given  in  settlement  of  a  a  cotton  mill.  Sampson  vs.  Cam- 
bucket  shop  transaction  is  void  perdown  Cotton  Mills,  82  Fed.  Rep. 
both  under  the  statute,  and  inde-   833. 

pendent    of    it.     People's    Savings       When  the  contract  is  void  under 

Bank  vs.  Gifford,  108  Iowa,  277.       the  statute,  a  principal  may  recover 

^  Ballard  vs.  Qreen,  118  N.  C.  390.    margin  deposited  with  cotton  Bro- 

'Cantwell  vs.  Boykin,  127  N.  C.   kers.     Saunders  vs.  Phelps  Co.,  53 

64.  S.  C.  173.    And  cotton  Brokers  are 

'  A  contract  for  the  future  sale  of  not  precluded,  under  the  statute, 

cotton  in  New  York,  although  valid   from  recovering  margins  advanced 

in  the  latter  state,  was  held  void   by  them,  where  they  make  pur- 

under  the  above  statute.     Gist  vs.    chases  in  good  faith,  although  the 

Telegraph  Co.,  45  S.  C.  344.     Bro-   principal  secretly  intended  to  specu- 

kers  in  cotton  and  grain  cannot  re-  late.     Parker  vs.  Moore,  115  Fed. 

cover  for  advances,  where  contracts   Rep.  799. 

made  by  them  are  void  under  this  If  the  contract  is  valid  in  New 
statute.  Riordan  vs.  Doty,  50  S.  York,  where  made,  it  will  nevertho- 
C.  542;  Harvey  vs.  Doty,  54  S.  C.  less  not  be  enforced  in  South  Caro- 
382.  If  it  is  the  bona  fide  intention  Una,  if  contrary  to  the  statute,  or 
of  the  parties  to  have  delivery,  the   public  policy  of  that  State.    Id. 
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burden  of  proof  is  on  plaintiff  to  show  that  both  parties  in- 
tended delivery.* 

Dealing  in  futures  was  declared  gambling  and  made  a 
misdemeanor  in  Arkansas  by  act  of  March,  1883  (Sandels 
&  Hills'  Dig.  §§  1634-5). 

Under  this  statute  a  conviction  for  gambling  in  grain 
futures  against  a  Broker  who  kept  a  ^'  bucket  shop  "  was 
sustained  as  being  particeps  criminia^  and  in  a  civil  action 
he  cannot  recover  losses  on  such  dealings  in  cotton.^ 

But  when  it  plainly  appears  that  the  plaintiffs,  New  York 
cotton  Brokers,  bought  cotton  for  the  defendant,  at  his 
order,  strictly  under  the  rules  of  the  Exchange,  which  made 
them  personally  liable  for  any  losses  by  reason  of  the  de- 
cline of  the  market,  and  that  it  was  not  possible  for  de- 
fendant to  cease  to  perform  his  part  of  the  contract  at  any 
time,  neither  the  letter  nor  the  spirit  of  the  law  is  violated, 
although  plaintiffs  might  have  been  aware  that  defendant 
could  not  pay  for  the  cotton  (500  bales)  ordered,  as  defend- 
ant would  have  the  cotton  itself  to  pay  its  value  at  the 
time,  or  its  purchase  price,  and  he  would  therefore  be  only 
personally  responsible  for  the  difference  in  market  prices  at 
the  closing.  The  fact  that  plaintiffs  inf onned  defendant  that 
he  would  make  some  money  out  of  the  transaction  did  not 
indicate  an  intention  to  gamble,  as  the  mere  making  of  money 
is  not  evidence  that  the  method  of  making  it  is  unlawful.* 

*  The  Brokers  may  recover  for  to  the  Brokers.     Parker  vs.  Moore, 
moneys  advanced,  when  the  rules  of    125  Fed.  Rep.  807. 
the  New  York  Cotton   Exchange       'Fortenbury  vs.  State,  47  Ark. 
provide  for  actual  delivery,  and  the    188. 

purchases  were  reported  a8  made  *  Phelps  vs.  Holdemess,  66  Ark. 
subject  thereto,   even  though  de-   300. 

fendant  did  not  intend  delivery,  ^Johnston  vs.  Miller,  67  Ark. 
when  such  intention  was  not  known   172. 
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When  a  contract  for  the  future  delivery  of  cotton  is  valid, 
and  the  seller  intended  to,  and  did,  deliver  the  cotton,  it 
must  be  shown  by  the  principal  that  he  intended,  with  the 
knowledge  of  the  Broker,  to  gamble  in  differences.^ 

By  the  constitution  of  California  (Tread  well's  Ann.  Const, 
p.  112,  Art.  IV.  section  26)  all  contracts  for  the  sale  of  the 
shares  of  the  capital  stock  of  any  corporation  or  association 
o^  margin  to  be  delivered  at  a  future  day  are  declared 
void,  and  moneys  paid  thereon  recoverable.  This  provision 
was  adopted  just  after  a  period  of  remarkable  stock  specula- 
tion which  resulted  in  disaster  to  many  persons,'  and  the 
court  will  take  judicial  notice  that  it  was  intended  to  put 
an  end  to  the  particular  kind  of  gambling  specified." 

By  the  Code  of  Tennessee,  §  3166  (Laws,  1883,  ch.  251, 
§§  1-3),  dealing  in  bonds,  stocks,  grain,  cotton,  or  other 
produce  for  future  delivery,  on  margin  only  without  inten- 
tion of  either  party  to  have  actual  delivery,  is  declared 
gaming  and  made  a  misdemeanor,  but  by  acts  of  1883, 
chs.  105  and  106,  and  1885,  ch.  1,  such  dealing  becomes 
legal  if  the  Broker  takes  out  a  license.  It  is  not  necessary 
that  the  customer  should  be  licensed.*  Prior  to  the  passage 
of  the  Act  of  1883,  ch.  251,  dealing,  in  futures,  without  an 
intention  of  hoth  parties  to  have  delivery  was  void  under 
the  Gaming  Acts  (Code,  §  2440).  The  act  made  it  gaming, 
if  either  party  did  not  intend  delivery,'  and  a  note  given  by 
the  principal  to  his  agent  is  void  in  the  hands  of  an  inno- 
cent holder  for  value  before  maturity.*    When  the  under- 

*  Ponder  vb.  Jerome  Hill  Cotton  104  Cal.  595;  Sheehy  vs.  Shinn,  89 

Co.,  100  Fed.  Rep.  373.  Cal.  373. 

'  Cashman  vs.  Root,  89  Cal.  382.  .  *  State  vs.  Duncan,  84  Tenn.  79. 

*Ib.     See  also  Parker  vs.  Otis,  'McGrew  vs.  City  Produce  Ex- 

130  Cal.  322;  Rued  vs.  Cooper,  119  change,  85  Tenn.  572. 

Cal.  463;  Kullmenn  vs.  Simmens,  •  Snoddy  vs.  Bank,  88  Tenn.  573. 
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standing  of  both  parties  was  that  there  was  to  be  no  delivery 
of  cotton  in  dealings  therein  for  future  delivery,  the  Broker 
cannot  recover,  even  though  he  is  a  mere  agent.^  The  wife 
of  one  who  has  lost  margins  deposited  in  grain  ^^  futures  " 
may  recover  the  amount  thereof,  under  §  d441.' 

In  Allen  vs.  Dunham  ^  it  was  held  that  margins  deposited 
with  a  firm  of  Stock-brokers  might  be  recovered,  when  it 
was  the  intention  of  both  parties  that  there  should  be  no 
delivery  of  stocks  bought  or  sold.  In  that  case  the  trans- 
actions were  large,  and  it  would  be  quite  beyond  the  finan- 
cial ability  of  the  customer,  a  bank  teller,  to  actually  pay 
for  the  stocks  purchased,  and  the  transactions  were  held 
gambling,  both  under,  and  without  the  aid  of,  the  statute. 
A  principal  cannot  recover  the  amount  of  a  note  given  by 
Stock-brokers  in  respect  of  dealings  in  stocks,  void  by  this 
act.* 

By  ch.  81  of  L.  of  Wisconsin  of  1883  (Wisconsin  Statutes 
of  1898,  §  2319a)  it  is  provided  that  contracts  in  "futures" 
as  to  personal  property  shall  not  be  void,  when  either  party 
intends  performance,  and  extrinsic  evidence  shall  not  be  al- 
lowed to  vary  such  contracts." 

The  rule  laid   dowi\  in    Barnard  vs.  Backhaus,'  that 

*  Beadles  vs.  Ownby,  84  Tenn.  354,  in  which  the  court  held  that 
424.  although  the  contracts  were  in  form 

*Dunn  vs.  Bell,  85  Tenn.  581.       for  future  delivery,  they  were  in- 
'  92  Tenn.  257.  valid   when   no   delivery   was   in- 

*  Mechanics  Bank  vs.  Duncan,  36   tended. 

S.  W.  Rep.  887.  When  the  transactions  were  enor- 

*  It  wag  held  in  KerkhofT  vs.  mous,  and  were  carried  on  with  dis- 
Atlas  Paper  Co.,  68  Wis.  674,  that  proportionate  capital,  transactions 
this  statute  referred  only  to  written  in  grain,  pork  and  lard  were  held  to 
contracts  and  was  doubtless  passed  be  garablincj.  Atwater  vs.  Man- 
to  ob\aate  the  decisions  in  Barnard  ville,  81  S.  W.  Rep  985. 

vs.   Backhaus,   52   Wis.   593,    and       •  52  Wis.  593. 
Everingham  vs.  Meehan,  55  Wis. 
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to  uphold  a  grain  contract  in  "futures"  upon  a  board 
of  trade,  it  must  afflrniatively  appear  that  there  was 
to  be  actual  receipt  and  delivery  of  the  goods,  was  not 
changed  by  §  2Sl9a}  And  where  the  contract  is  to  be 
partly  performed  in  Wisconsin  and  partly  in  Illinois,  the 
statute  of  the  former  State  governs  in  an  action  by  Brokers 
to  recover  for  advances  and  commissions.^ 

By  the  Rev.  Stats,  of  Missouri  of  1899,  c.  15,  §  2337, 
option  dealing  in  stocks  and  produce  without  intention  to 
deliver  is  made  a  criminal  offence.  Intention  by  one  of  the 
parties  is  sufficient  (§  2338).  Keeping  places  for  such  deals 
is  forbidden  (§  2339).  Commission  merchants  must  furnish 
names  of  purchasers  or  buyers  (§  340).  "  Bucket  shops  " 
are  also  prohibited  (§§  2221-27). 

In  State  vs.  Logan"  the  keeper  of  a  place  where  unlawful 
dealings  in  "  futures"  in  stocks,  grain,  etc.,  were  carried  on, 
was  found  guilty  of  violating  §  2339  (being  §  3933  of  the 
Eevision  of  1889),  as  the  transactions  actually  took  place 

^  Bartlett  vs.  Collins,  109  Wis.  Mo.  126,  that  the  provision  as  to 
477.  "bucket  shops"  did  not  apply  to 

'  Id.  commission  merchants. 

'84  Mo.  App.  584.  The  statute  A  demand  note  given  to  secure 
against  option  dealing  was  held  in  continuing  option  gambling  trans- 
State  vs.  Gritzer,  134  Mo.  512,  not  actions,  may  be  recovered  by  the 
to  be  unconstitutional,  and  not  to  holder,  although  he  purchased  it 
have  an  extra-territorial  effect.  In  23  days  after  date,  and  suspected 
that  case  the  evidence  was  held  in-  that  the  note  had  been  given  for 
sufficient  to  convict  a  grain  dealer  such  purposes.  Mitchell  vs.  Catch- 
for  alleged  option  dealings  with  a  ings,  23  Fed.  Rep.  710.  As'  to  a 
Chicago  firm.  And  although  a  New  York  contract,  Isee  Edwards  vs. 
transaction  in  grain  is  gambling  Stevenson,  160  Mo.  516. 
within  the  statute,  an  agent  may  be  An  information  in  the  language 
convicted  of  embezzling  moneys  of  f  2339,  charging  defendant  with 
given  to  him  by  the  principal,  keeping  a  bucket  shop,  was  held 
State  vs.  Cunningham,  154  Mo.  176.  sufficient  in  State  vs.  Kentner,  77 
ItwasheldinConnorvs.  Black,  119   S.  W.  Rep.  522. 
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within  the  State  in  the  place  kept  by  defendant,  whose 
alleged  agency  to  make  the  deals  in  Chicago  was  a  subter- 
fuge. 

By  Laws  of  Mississippi  of  1882,  p.  140,  Annotated  Code 
of  1892,  §  2117,  future  contracts  for  the  purchase  or  sale  of 
commodities  are  not  enforceable  unless  the  parties  intend 
delivery,  and  §§  1120  and  1121  inflict  penalties  for  dealing 
in  futures.^ 

In  Western  Union  Telegraph  Co.  vs.  Littlejohn '  it  was 
held  that  the  act  did  not  apply  to  the  buying  and  selling  of 
stocks  for  present  and  not  for  future  delivery,  although  such 
purchases  and  sales  might  follow  each  other  hourly  in 
rapid  succession,  and  a  principal  was  entitled  to  recover 
from  a  telegraph  company  the  amount  of  damages  sus- 
tained by  him  owing  to  delay  in  the  transmissions  of  tele- 
grams between  him  and  his  Broker,  and  resultant  losses  on 
deals  in  stocks.  The  Act  of  1882,  §§  1  and  2,  did  not  re- 
peal §  990  of  the  Code  of  1880  (§  2114  of  the  Code  of  1882), 
Voiding  all  wagering  contracts.' 

By  Laws  of  189?,  c.  77,  §§  1  and  2  (Dassler's  Gen.  Stat,  of 
1901,  §§  2247,  2450),  dealings  in  futures  in,  and  the  keep- 

^  It  was  held  in  Lemonius  vs.  a  note  given  to  a  Broker  in  such 
Mayer,  71  Miss.  514,  that  contracts  transactions  in  wheat  could  not  be 
for  future  delivery  of  cotton  could  recovered  by  the  Broker,  but  as  the 
not,  under  the  second  section  of  the  statute  does  not  cover  the  case  of 
act  of  1882,  be  enforced  in  Missis-  one  loaning  money  to  pay  gambling 
sippi,  although  they  might,  as  be-  debts  in  futures,  it  was  held  in 
tween  the  firms  of  Mississippi  and  Searles  vs.  Lum,  89  Mo.  235,  that 
Liverpool  Brokers  between  whom  such  may  be  recovered  at  common 
they  were  made,  be  enforced  in  law,  where  the  lender  b  not  a  par- 
England,  in  which  country  the  ticipant.  See  also  Dillard  vs.  Bren- 
contracts  were  effected.  To  same  ner,  73  Miss.  130. 
effect,  White  vs.  Eason,  15  So.  66.  '  72  Miss.  1025. 
And  in  Violett  vs.  Mangold,  27  So.  '  Campbell  vs.  New  Orleans  Bank, 
875,  it  was  held  that  the  amount  of  23  So.  Rep.  25. 
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ing  of  ^'  backet  shops  "  for  dealing  in,  stocks  and  commodi- 
ties in  Kansas,  are  made  misdemeanors  punishable  by  fine 
and  imprisonment. 

Prior  to  the  enactment  of  this  statute  dealing  in  options 
in  grain  in  the  Chicago  Board  of  Trade  were  held,  on  the 
evidence  submitted  to  the  jury,  to  be  illegal,  and  the  Chi- 
cago Brokers  were  held  not  entitled  to  recover  the  amount 
of  a  note  given  to  them  by  the  customer  in  such  transac- 
tions.* 

In  Michigan,  §  11373  of  the  Compiled  Laws  of  1897  pro- 
hibits the  purchase  and  sale  of  stocks  or  produce  on  margins 
for  future  or  optional  delivery  without  any  intention  of  re- 
ceiving or  paying  for  the  property  so  bought  or  sold.' 

Dealings  in  futures  in  stocks,  etc.,  without  intent  to  de- 
liver, and  bucket  shops,  are  prohibited  by  the  Bevised 
Penal  Code  of  Texas  of  1895,  Art.  377.  (Act  of  March  1, 
1877.)  Prior  to  the  enactment  of  this  statute  such  transac- 
tions were  held  void  as  against  public  policy .' 

Moneys  paid  to  Brokers  in  gambling  transactions  in 

'Washer  vs.  Bond,  40  Kan.  84.  A  telegraph  company,  although 

'  In  an  action  against  a  telegraph  under  contract  to  furnish  reports  of 

company  for  damages  for  failure  to  the  market  prices  of  stocks,  etc.,  to 

deliver  a  telegram  ordering  wheat  a  ''bucket  shop,''  is  not  bound  to 

for  future  delivery,  it  was  held  in  observe  such  a  contract.  Smith  vs. 

Garland  vs.  Western  Union  Tele-  Western  Union  Tel.  Co.,   84  Ky. 

graph  Co.,  76  S.  W.  Rep.  762,  that  664.    Even  though  the  keepers  are 

as  the  claim  of  defendant  that  the  members  of  the  Chicago  Board  of 

transaction   was   a   gambling  one,  Trade.     Bryant  vs.  Western  Union 

under  the  statute,  was  disputed,  the  Tel.  Co.,  17  Fed.  Rep.  825. 

verdict  of  the  jury  in  favor  of  plain-  *  Henson  vs.  Plannigan,  1  White 

tiflf  would  not  be  disturbed.    In  &  W.'s  Civ.  Cas.  Ct.  App.  f  566; 

Donovan   vs.    Daiber,    82    N.  W.  Seeligson  vs.  Lewis,  65  Tex.  219; 

Rep.  843,  a  Broker  was  held  enti-  Floyd  vs.  Patterson,  72  Tex.  202; 

tied  to  recover  for  losses  on  wheat  Oliphant   vs.    Markham,  79  Tex. 

as  the  case  did  not  come  within  the  543. 
statute. 
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cotton  futures  cannot  be  recovered,  when  they  were  paid  to 
the  Brokers  as  principals  and  not  as  agents  of  the  plaintiff.^ 

And  if  one  lends  money  to  be  used  in  such  transactions, 
he  cannot  recover  if  he  becomes  interested  therein  or  acts 
as  the  borrower's  agent,  although,  if  he  merdy  knew  that 
the  money  was  to  be  so  used,  he  might  maintain  an  action 
for  recovery.' 

And  mere  intention  to  speculate  in  a  future  dealing  in 
bacon  is  not  illegal,  unless  there  is  an  intention  not  to  de- 
liver.' An  indictment  under  the  statute  is  bad,  which  fails 
to  allege  that  certain  dealings  in  futures  were  with  refer- 
ence to  future  contracts  in  cotton,  about  which  the  contracts 
were  made.* 

But  the  indictment  need  not  allege  specific  dealings  if  it 
charges  the  defendant  with  dealing  in  futures.' 

When  from  the  testimony  of  one  of  the  parties  to  a  con- 
tract  for  the  future  sale  of  bacon,  and  the  correspondence 
between  them,  it  might  be  gathered  that  actual  delivery 
was  intended,  it  was  held  error  not  to  submit  the  question 
as  to  whether  the  contract  was  void,  as  being  a  dealing 
in  "futures,"  to  the  jury.' 

By  Act  16  of  1898,  p.  20,  gambling  in  futures  on  agri- 
cultural products  or  articles  of  necessity,  without  in- 
tent to  deliver,  is  made  a  misdemeanor  in  Louisiana.  The 
Constitution  of  1898  had  directed  the  legislature  to  enact 
such  a  statute.    When  money  is  advanced  to  invest  in  cot- 

» Floyd  vs.   Patterson,   72  Tex.  R.  196;  36  S.  W.  Rep.  273;  Gold- 

202.  stein  vs.   State,   36   Tex.   Cr.   R. 

» Oliphant  vs.  Markham,  79  Tex.  193. 

543.  *Fullerton  vs.  State,  75  S.  W. 

» Burr  vs.  Davis,  27  S.  W.  Rep.  Rep  534. 

589.  *  Heidenheimer  vs.  Qevelandy  17 

*  Cothran  vs.  State,  36  Tex.  Cr.  S.  W.  Rep.  524. 
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ton  futures,  and  there  is  no  evidence  that  purchases  of  cot- 
ton were  not  made  with  a  view  to  future  delivery,  the  de- 
fence of  illegality  cannot  be  sustained.^ 

Dealing  in  futures  in  cotton,  grain,  or  anything  whatso- 
ever, is  made  a  misdemeanor  by  Indian  Territory  Stats., 

§§  1191-2. 

In  this  connection  it  should  also  be  stated  that  contracts 
for  the  purchase  or  sale  of  gold  are  legal.^  The  theory  of 
these  cases  is,  that  where  a  contract  is  made  for  the  sale  or 
purchase  of  gold,  the  latter  is  regarded  as  a  commodity,  and 
subject  to  all  the  rules  of  law  relating  to  agreements  for  the 
purchase  or  sale  thereof — ^as,  for  instance,  the  Statute  of 
Frauds,  requiring  in  certain  cases  a  memorandum  in  writ- 
ing.' So,  in  the  case  of  Appleman  vs.  Fisher,*  a  contract  to 
sell  gold  "  short "  was  upheld  as  legal. 

By  i^n  act  of  the  Congress  of  the  United  States  passed  in 
March,  1863,"  "  all  contracts  for  the  purchase  or  sale  of  gold 
or  silver  coin  or  bullion,  and  all  contracts  for  the  loan  of 
money  or  currency  secured  by  pledge  or  deposit,  or  other 
disposition  of  gold  or  silver  coin  of  the  United  States,  if  to 
be  performed  after  a  period  exceeding  three  days,  shall  be 
in  writing  or  printed,  and  signed  by  the  parties,  their  agents, 
or  attorneys,  and  shall  have  one  or  more  adhesive  stamps, 
as  provided  in  the  act  to  which  this  is  an  amendment,  equal 
in  amount  to  one  half  of  one  per  centum,  and  interest  at  the 

»AUen   V8.    Whitstone,    35    La.  'Id. 

Ann.  aw.  *34  Md.  540.     For  constriction 

'  Peabody  vs.  Speyers,  56  N.  Y.  of  certain  contracts  relating  to  the 

230;  Bigelow  vs.  Benedict,  9  Hun  purchasing  or  selling  of  gold,  see 

(N.  Y.),  429,  aff'd  70  N.  Y.  202;  Kinne  vs.    Ford,   43    N.    Y.   587; 

Fowler  vs.  Gold  Exchange  Bank.  67  Meyer  vs.  Clark,  45  id.  285. 

id.  138-146;  Chatterton  vs.  Fisk,  1  *  March  3.  1863.  2  Bright.  Stat,  at 

Ab.  NewCas.  88;  Mills  vs.  Gould,  id.  Large,  144;  12  U.  S.  Stat.  719. 
93. 

S3 
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rate  of  six  per  centum  per  annum  on  the  amount  so  loaned, 
pledged  or  deposited.  And  if  any  such  loan,  pledge,  or  de- 
posit, made  for  a  period  not  exceeding  three  days,  shall  be 
renewed  or  in  any  way  extended  for  any  time  whatever, 
said  loan,  pledge,  or  deposit  shall  be  subject  to  the  duty  im- 
posed on  loans  exceeding  three  days.  And  no  loan  of  cur- 
rency or  money  on  the  security  of  gold  or  silver  coin  of  the 
United  States,  as  aforesaid,  or  of  any  certificate  or  other 
evidence  of  deposit  payable  in  gold  or  silver  coin,  shall  be 
made  exceeding  in  amount  the  par  value  of  the  coin  pledged 
or  deposited  as  security ;  and  any  such  loan  so  made,  or  at- 
tempted to  be  made,  shall  be  utterly  void.  Provided^  that 
if  gold  or  silver  coin  be  loaned  at  its  par  value,  it  shall  be 
subject  only  to  the  duty  imposed  on  other  loans.  Provided, 
however,  that  nothing  herein  contained  shall  apply  to  any 
transaction  by  or  with  the  government  of  the  United  States ; 
and  all  contracts,  loans,  or  sales  of  gold  and  silver  coin  and 
bullion,  not  made  in  accordance  with  this  act,  shall  be  wholly 
and  absolutely  void ;  and,  in  addition  to  the  penalties  pro- 
vided in  the  act  to  which  this  is  an  amendment,  any  party 
to  said  contract  may,  at  any  time  within  one  year  from  the 
date  of  the  contract,  bring  suit  before  any  court  of  compe- 
tent jurisdiction,  to  recover  back,  for  his  own  use  and  ben- 
efit, the  money  paid  on  any  contract  not  in  accordance  with 
this  act."    This  act  was  repealed  in  1864.^ 

The  history  of  these  Acts  seems  to  prove  condusively 
that  they  have  not  been  effective  in  preventing  illegal 
speculation  in  stocks  and  produce.    In  England,  and  the 

^  See  13  U.  S.  Stat.  p.  303;  Laws,  stract  of  the  act  is,  however,  given 

U.  S.  1864,  ch.  173,  §  173;  see  also  in  1  Ab.  Nat.  Dig.  553,  as  late  as 

Revision  of  Statutes  of  U.  S.  1874,  1871. 
2d  ed.   (1878),   p.   1085.    An  ab- 
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States  of  New  York  and  Pennsylvania,  after  lingering  for 
years  on  the  books,  scorned  and  violated  by  "  the  anbridled 
and  defiant  spirit  of  speculation,"^  despite  the  earnest 
efforts  of  the  courts  to  enforce  them,  they  have  finally 
been  repealed.  In  a  recent  case,'  transactions  in  produce 
in  boards  of  trade  are  alluded  to  by  the  court  as  ''  board 
of  trade"  transactions,  having  no  reference  to  actual  re- 
ceipt or  delivery  of  grain,  and  in  another  case'  the  court 
found  that  95  per  cent  of  the  transactions  of  the  Chicago 
Board  of  Trade  were  simply  gambling  dealings,  closed  im- 
mediately  by  a  settlement  of  differences,  and  for  that 
reason  refused  to  restrain  the  defendants  from  using  the 
board's  quotations. 

It  is  perhaps  better  to  allow  the  evil  to  correct  itself,  as 
it  surely  does,  than  to  bring  the  administration  of  justice 
into  contempt  by  filling  the  books  with  useless  laws,  which 
are  at  all  times  openly  violated  and  laughed  at,  and  which 
seem  hardly  more  effective  to  prevent  the  practices  at  which 
they  are  aimed,  than  legislation  directed  against  the  laws  of 

nature/ 

III.  Wagers. 

(a.)  At  Camnwn'law. 

According  to  the  definition  of  Bouvier,  which  has  been 
substantially  sustained  by  the  courts,  as  appears  from  the  de- 

^  As  Mr.  Justice  Hofifman  puts  it  Charles  A.  Conant  in  the  Atlantic 
in  Cassard  vs.  Hinmann,  14  How.  Monthly  for  April,  1903,  in  which  he 
Pr.  (N.  Y.)  84,  90.  distinguishes  between  transactions 

'  Merrill  vs.  Garver,  96  N.  W.  in  bucket  shops,  or  associations  es- 
Rep.  (Neb.)  619.  tablished  purely  to  gamble  in  the 

'  Board  of  Trade  vs.  Kinsey,  125  price  of  stocks  or  commodities,  and 
Fed.  Rep.  (Ind.)  72.  dealings  in  the  Stock  and  Produce 

*  See  a  very  ably  written  article  en-  Exchanges,  which  he  stoutly  de- 
titled  "The  Functions  of  the  Stock  fends,  although  differences  only  may 
and  Produce  Ehr changes,"  by  Mr.   be  settled. 
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cisions  hereafter  referred  to,  ^'  a  wager  is  a  bet ;  a  contract  by 
which  two  parties  or  more  agree  that  a  certain  sum  of  money 
or  other  thing  shall  be  paid  or  delivered  to  one  of  them  on 
the  happening  or  not  happening  of  an  uncertain  event."  * 
And  a  contract  upon  a  contingency,  by  which  one  may  lose, 
although  he  cannot  gain,  or  the  other  may  gain,  but  cannot 
lose,  is  a  wager,  as  where  property  was  sold  at  its  real  value 
to  be  paid  for  if  a  third  person  be  elected.^  Yet  in  Quarles 
vs.  The  State  ^  it  was  decided  that  to  constitute  a  wager  there 
must  be  a  risk  by  both  parties.*  And  in  Cassard  vs.  Hinman  * 
the  court  said :  '^  A  wager  is  something  hazarded  on  the  issue 
of  some  uncertain  event ;  a  bet  is  a  wager,  though  a  wager  is 
not  necessarily  a  bet." 

Wagers,  at  common-law,  were  not^w  se  void,  unless  they 
were  calculated  to  injure  third  persons,  and  thereby  disturb 
the  peace  and  comfort  of  society,  or  lead  to  indecent  evidence, 
or  when  they  militated  against  the  morality  or  public  policy 
of  the  country. 

^  Bouvier's  Law  Diet.  tit.  ''War-  Coldridge  &  Hawksford  (London), 
gera."    See  the  definition  of  a  wa-    1895,  pp.  4  and  26. 
gering  contract  in  Gaw  vs.  Bennett,       •  1  Bosw.  (N.  Y.)  207,  on  appeal. 
153  Pa.  St.  247.  There  may  be  an  element  of  risk, 

'  Shumate's  Case,  15  Gratt.  (Va.)  and  yet  the  contract  may  not  be  a 
653.  gambling  one.     So  held  in  Plumb 

» 5  Humph.  (Tenn.)  561.  vs.  Campbell,  129  Bl.  101,  where  it 

*  See  also  Marean  vs.  Longley,  21  appeared  that  stocks  and  bonds 
Me.  26;  Trammel  vs.  Gordon,  11  were  sold  at  a  fixed  sum,  the  Broker 
Ala.  656;  Fisher  vs.  Waltham,  4  Q.  to  pay  any  deficiency  under  the 
B.  889.  If  either  of  the  parties  market  price,  or  to  keep  any  surplus 
may  lose,  but  cannot  win,  it  is  not  a  thereover  by  way  of  commission. 
wagering  contract.  Cahill  vs.  Car-  And  also  so  held  in  Phillips  vs. 
bolic  Smoke  Ball  Co.  (1892),  2  Q.  B.  Gifford,  104  Iowa,  458,  which  was 
484;  aflf'd  (1893)  1  Q.  B.  256.  The  an  action  in  reference  to  a  saloon, 
chance  of  gain  or  loss  must  be  con-  the  sale  of  which  was  to  be  void  if 
templated  by  either  party.  lb.,  the  purchaser  were  obliged  to  dis- 
and    see     ''Law    of    Gambling/'   continue    the    liquor   business    by 

reason  of  legislative  enactment. 
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Some  of  the  cases  will  fully  illustrate  this  proposition.  A 
wager  on  the  future  price  of  foreign  funds  was  held  legal ;  ^  so 
was  one  whether  S.  T.  had  or  had  not  before  a  certain  day 
bought  a  wagon  belonging  to  D.  C. ;  ^  also  a  wager  on  the  age 
of  plaintiff  and  defendant ; '  and  likewise  a  wager  on  the  result 
of  an  appeal  from  the  Court  of  Chancery  to  the  House  of 
Lords  has  been  held  good,  no  fraud  being  intended,  and  the 
parties  having  no  power  to  bias  the  decision.^  On  the  other 
hand,  a  wager  as  to  the  conviction  or  acquittal  of  a  prisoner 
on  trial  on  a  criminal  charge  is  illegal  as  being  against  public 
policy  ;■  likewise  a  wager  as  to  the  event  of  a  cock-fight  •  or 
a  dog-fight,^  or  whether  a  horse  can  trot  eighteen  miles 
within  an  hour.*  "Wagers  such  as  the  above  were  held  to  be 
illegal  as  tending  to  create  disturbances  and  to  encourage 
cruelty.'  Those  upon  the  result  of  any  election  are  held  to 
be  void,  both  in  England  and  this  country,  upon  the  ground 
that  they  are  contrary  to  public  policy  and  tend  to  impair  the 
purity  of  election."^  But  notwithstanding  the  rule  upholding 
certain  wagers,  the  English  courts  frequently  reprehended 
such  contracts  and  expressed  their  regret  that  they  had  ever 
been  sanctioned.^^  Thus  Ashhurst,  J.,^  questioned  whether  it 
would  not  have  been  better  for  the  public  welfare  if  the  courts 

'  Morgan  vs.  Pebrer,  4  Soo.  230.  '  Egerton  vs.  FurzeEnan,  1  C.  A 

» Good  vs.  Elliott,  3  T.  R.  693.  P.  613. 

'Hussey  vb.  Crickitt,  3  Campb.  'Brogden  vs.  Marriott,  3  Bing. 

168.  (N.  C.)  88. 

*  Jones  vs.  Randal,  Cowp.  37;  and  '  Id. 

see  generally,   upon  this  subject,  ^  Pars,  on  Cont.  (8th  ed.)  755  n., 

Lord  Campbell  in  ThackoorseydaBS  and  cases  there  collected, 

vs.  DhondmuU,  6  Moo.  P.  C.  300;  ^^  Robinson  vs.  Meams,  16  £.  C. 

Doolubdass  vs.  RamloU,  3  Eng.  L.  L.  R.  253;  Walpole  vs.  Saunders,  id. 

&  Eq.  39.  276;  Gilbert  vs.  Sykes,  16  East.  150; 

*  Evans  vs.  Jones,  5  M.  &  W.  77.  Fisher  vs.  Waltham,  4  Q.  B.  889. 

*  Squires  vs.  Whisken,  3  Campb.  "  Atherford  vs.  Beard,  2  T.  R. 
140.  610. 
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had  originally  determined  against  all  actions  to  enforce  the 
payment  of  wagers ;  and  Buller,  J.,  in  the  same  case,  did  not 
consider  it  to  have  ever  been  established  as  a  position  of  law, 
that  a  wager  between  two  persons  not  interested  in  the  sub- 
ject-matter was  legal.  This,  however,  was  obiter  dictufHj  and 
he  proceeded  to  determine  the  wager  by  distinctions  taken  in 
former  cases.  And  Lord  EUenborough  ^  leans  to  the  view  of 
BuUer,  J.  ;^  and  Le  Blanc,  J.,  in  the  same  case,  uses  the  fol- 
lowing language :  ^'  It  has  often  been  lamented  that  actions 
upon  idle  wagers  should  ever  have  been  entertained  in  courts 
of  justice.  The  practice  seems  to  have  prevailed  before  that 
full  consideration  of  the  subject  which  has  been  had  in  mod- 
ern times." 

The  principle  of  the  common-law  upholding  wagers  was 
adopted  in  this  country  by  the  States  of  California,*  Tezas,^ 
Illinois,''  New  Jersey,*  Alabama,'  Iowa,*  Kentucky,*  Mis- 
souri,-°  North  Carolina,"  and  Delaware ;  ^  and  the  United 
States  court  in  Grant  vs.  Hamilton'*  held  that  a  wager 
fairly  made  was  recoverable  at  common-law.  And  the 
early  tendency  of  the  New  York  courts  was  to  sustain 
wagers  as  valid  within  the  rules  of  the  conmion-law." 

» Gilbert  vs.  Sykes,  16  East,  159.  •  Sipe  vs.  Finarty,  6  Iowa,  394. 

^Atherford  vs.  Beard,  2  T.  R.  'Greathouse  vs.  Throckmorton, 

610.  7  J.  J.  Marsh.  (Ky.)  17. 

« Johnston  vs.   Russell,   37  Cal.  » Waddle  vs,  Lober,  1  Mo.  636. 

670.  "  Shepherd  vs.  Sawyer,  6  N.  Car. 

*  As  to  horse  racing  only,  but  not  26. 

as  to  other  kinds  of  wagers.  Wheel-  "  Dewees  vs.  Miller,  6  Hair.  347. 

er  vs.  Friend,  22  Tex.  683;  Monroe  "  3   McLean   (7th  Circ.   Mich.), 

vs.  Smelly,  26  Tex.  586.  100. 

» Smith  vs.  Smith,  21  HI.  244.  "  Bunn  vs.  Riker,  4  Johns.  426; 

•  Trenton,  etc.,  Ins.  Co.  v.  John-  Campbell  vs.  Richardson,  10  id.  406, 
son,  4  Zabr.  (N.J.)  576.  And  see  the  later  case  of  Zeltner  vs. 

» Tindall  vs.  Childress,  2  Stew.  &  Irwin,  25  App.  Div.  228,  holding 
P.  (Ala.)  250.  that  wagering  contracts  were  not 
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(&)  Wagers  under  Exiating  Laws* 

In  England  the  strictures  of  the  courts  upon  wagers  led 
to  the  passage  of  a  statute  ^  in  the  year  1845,  by  §  18  of 
which  it  is  provided  that  ^^all  contracts  or  agreements, 
whether  by  parole  or  in  writing,  by  way  of  gaming  or 
wagering,  shall  be  null  and  void;  and  no  suit  shall  be 
brought  or  maintained  in  any  court  of  law  or  equity  for 
recovering  any  sum  of  money  or  valuable  thing  alleged  to 
be  won  upon  any  wager,  or  which  shall  have  been  deposited 
in  the  hands  of  any  person  to  abide  the  event  on  which 
such  wager  shall  be  made."  ^ 

By  the  Eevised  Statutes  of  New  York,'  "All  wagers, 

invalid  at  common-law  imlees  they  on   contract,  but   for   recovery  of 

were  against  public  policy,  and,  in  mone3r8  to  which  defendant  has  no 

the  absence  of  proof  to  the  contrary,  title.    Willard  vs.  Doran  A  Wright 

that  the  same  rule  prevailed  in  an-  Co.,   48  Hun,  402.    Chapter  IX  of 

other  State.  title   X  of  the    Penal   Code  also 

*  8  A  9  Vict.  c.  100.  contains  provisions  against  gaming. 

'  For  decisions  under  statute  of  It  was  held  in  People  vs.  Todd,  58 

Vict,  consult  Higginson  vs.  Simp-  Hun,  446,  that  although  contracts 

son,  L.  R.  2  C.  P.  D.  76;  Beeston  vs.  made  by  one  who  kept  a  room  with 

Beeston,  L.  R.  1  Ex.  D.  13;  Inch-  a  stock  quotation  ticker  in  it,  indi- 

bald  vs.  CockeriU,  4  Jur.  (n.  s.)  603.  eating  the  fluctuation  of  prices  on 

See  also  Grisewood  vs.  Blane,  11  C.  the   New  York   Stock   Ebcchange, 

B.  530;  Rees  vs.  Femie,  4  N.  R.  530;  were  wagering  ones,  there  being  no 

Hibblewhite  vs.  McMorine,  5  M.  &  intention  to  deliver  stocks,  they  did 

W.  462;  Barry  vs.  Croskey,  2  J.  &  not  violate  sec.  343  of  the  Penal 

H.  1;  Ebc  parte  Phillips,  and  Ex  Code,  making  it  a  misdemeanor  to 

parte  Mamham,  2  De  G.  F.  &  J.  keep  a  room  for  gambling. 

634;  Loughton  vs.  Griffin,   (1805)  Thereupon     that     section     was 

A.  C.  104.  amended  by  L.  1880,  c.  428,  which 

'  1  Rev.  Stat.  661,  {  8.    Transac-  in  effect  made  the  keeping  of  a 

tions  in  futures  in  wheat  without  bucket  shop  a  misdemeanor.    Un- 

intent  to   deliver  are  void  under  der  this  section  as  so  amended,  a 

this  statute.    Copley  vs.  Doran  &  conviction  against  the  keeper  of  a 

Wright  Co.,  17  N.  Y.  St.  Rep.  601,  "bucket    shop"     was    sustained. 

afT'd  40  Hun,  610.    But  an  action  People  vs.  Wade,  50  Sup.  846^ 

for  recovery  of  mone3rs  paid  to  a  The  constitution  of  the  State  of 

Broker  in  such  transactions  is  not  New  York,  as  amended  in  1804,  also 
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bets,  or  stakes  made  to  depend  upon  any  race,  or  upon  any 
gaming  by  lot  or  chance,  casualty  or  unknown  or  con- 
tingent event  whatever,  shall  be  unlawful.  All  con- 
tracts for  or  on  account  of  any  money  or  property  or 
thing  in  action  so  wagered,  bet,  or  staked  shall  be 
void." 

It  is  provided  by  statute  in  Massachusetts  (L.  1890,  c.  437, 
L.  1901,  c.  459,  now  embodied  in  the  Eevised  Laws  of  Mas- 
sachusetts, Eevision  of  1901,  c.  99,  §  4)  that  a  recovery  may 
be  had  by  any  one  contracting,  upon  credit  or  margin,  to  buy 
or  sell  securities,  when  no  actual  sale  is  intended,  and  such  in- 
tention is  known  to  the  other  party,  whether  principal  or 
agent,  unless  an  actual  sale  or  purchase  has  been  made.  Sec- 
tion 5  protects  the  rights  of  third  parties.  By  §  6,  the  fact 
that  the  seller  did  not  own  the  securities,  and  that  settle- 
ments were  made  without  the  completion  of  the  sale,  shall 
hQ  prima  facie  evidence  that  there  should  be  no  sale.  And 
§  7  defines  securities.  This  statute  was  held  to  be  consti^ 
tutional  as  intended  to  suppress  gambling.^  The  statute 
of  1890,  was  amended  and  not  repealed  by  the  statute  of 
1901.*  And  a  declaration  following  the  language  of  the 
amendment,  as  to  transactions  prior  to  its  enactment,  is 
not  demurrable.'  And  after  a  cause  of  action  under  the 
statute  had  accrued  it  might  be  released  under  seal.^  But 
to  recover  collateral,  a  plaintiff  must  prove  that  he  had  no 
intention  to  sell,  and  that  such  was  known  to  the  def end- 
prohibits  all  kinds  of  gambling,  and  ^  Wilson  vs.  Head,  69  N.  £.  Rep. 
directs  the  legislature  to  pass  ap-  317. 

propriate  laws  in  respect  thereto.  'Loughlin  vs.  Parkinaon,  69  N. 
Art.  I.  §  9.     Money  deposited  upon   E.  Rep.  319. 

the  event  of  a  wager  may  be  recov-  *  Wall  vs.  Metropolitan  Stock 
ered.    3  R.  S.  (8th  ed.)  p.  2218.       Exchange,  168  Mass.  282;  Shea  vs. 

>Crandell  vs.  White,  164  Mass.  54.   Same,  ib.  284. 
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anV  azid  that  the  defendant  aoted  as  plaintiff's  agent  or 
employee,  and  that  defendant  performed  the  service  for 
an  agreed  compensation  ; '  and  a  set-off  cannot  be  allowed 
defendant  Stock-brokers  for  the  amount  of  profits  pre- 
viously paid  plaintiff."  When  a  Broker  actually  buys 
securities,  and  the  principal  so  understands,  and  that  the 
Broker  will  sell  them  when  the  customer  requests,  the 
transaction  is  not  within  the  statute,  although  the  principal 
intended  to  gamble  in  differences.^ 

And  although  the  statute  (§  2)  only  gives  the  loser  a 
right  to  recover,  in  an  action  on  contract,  any  money  paid, 
or  the  value  of  anything  delivered,  equity  will  enable  him  to 
enjoin  the  foreclosure  of  a  mortgage,  and  the  surrender  of 
a  note,  given  to  a  Stock-broker  to  secure  losses.^  The  main- 
tenance of  an  '^ exchange"  telephonic  communication  be- 
tween  "living  rooms"  in  which  was  a  "ticker,"  and  a 
Stock-broker's  office,  and  the  general  course  of  the  dealings 
between  the  parties,  were  held  to  tend  to  show  that  the 
Brokers  had  reasonable  cause  to  believe  that  a  Client  would 
not  carry  out  her  contracts."  When  money  is  lent,  with  the 
lender's  knowledge,  to  speculate  in  stocks  in  "  bucket  shop  " 
transactions,  and  the  lender  is  to  receive  a  moiety  of  the 
profits,  a  bill  of  sale  to  secure  the  loan  is  void.''  As  the 
statute  was  intended  to  suppress  gambling  in  stocks,  it  can- 
not be  nullified  by  an  agreement  by  the  Client  to  save 
the  Broker  harmless  from  the  consequence  of  its  violation, 

»  Davy  vs.  Bangs,  174  Mass.  238.  » Rice  vs.  Winalow,  65  N.  E.  Rep. 

'Bingham  vs.  Scott,   177  Mass.  366. 

208.  •  Ballou  vs.  Willet,  62  N.  £.  Rep. 

"Lyons  vs.  Coe,  177  Mass.  382.  1064. 

« Rice  vs.  Winslow,  62  N.  E.  Rep.  ^  Marden  vs.  Fhillips,  103  Fed. 

1057;   Post  vs.  Leland,  69  N.  E.  Rep.  196. 
Rep.  361. 
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and  equity  will  not  restrain  an  action  by  the  Client  to  re- 
cover advances  by  reason  of  such  agreement.^  When  no 
stock  was  delivered  under  a  contract,  which  was  terminated 
by  the  decline  in  the  market  value  of  the  securities  to  the 
amount  of  the  deposit,  which  thereupon  became  the  Broker's 
property,  it  was  held  in  Marks  vs.  Metropolitan  Stock  Ex- 
change ^  that  this  was  a  "  settlement "  within  the  meaning 
of  §  6,  importing  that  the  principal  had  no  intention  to  per- 
form the  contract,  and  that  the  Broker  had  reasonable  cause 
to  so  believe.  A  Stock-broker  sued  for  recovery  of  margins 
deposited  in  breach  of  the  statute,  is  not  entitled  to  a  gen- 
eral verdict,  because  some  of  the  securities  may  not  have 
been  securities  within  its  meaning,  when  other  securities 
dealt  in  came  within  its  purview,  nor  can  he  claim  that  the 
transactions  were  through  an  agent,  without  proof  of  such 
agency,  when  the  evidence  proved  the  agency,  and  the 
wagering  character  of  the  contracts  in  violation  of  the  stat- 
ute is  shown  by  the  cross-examination  of  plaintiff,  in  which 
he  testified  that  speculation  in  the  rise  and  fall  of  prices 
only  was  intended,  although  such  evidence,  if  offered  by 
plaintiff,  would  be  incompetent.^  When  the  testimony 
clearly  shows  that  there  was  no  intention  to  receive  or 
deliver  stocks,  the  transaction  is  within  the  statute  and  the 
words  in  §  6,  "  the  fact  that  settlements  had  been  made " 
refer  to  settlements  in  the  transaction  in  suit,  and  not  to 
previous  settlements.*  In  Winward  vs.  Lincoln  *  §  6  was 
held,  in  stock  transactions  which  originated  in  Ehode  Is- 
land, to  have  no  extra-territorial  effect  and  therefore  not 

» Corey  vs.  Griffin,  181  Maas.  229;       •  Allen  vs.  Fuller,  66  N.  W.  Rep. 
63  N.  E.  Rep.  420.  31. 

>  181  Mass.  251;  63  N.  E.  Rep.       *  Thompson  vs.  Brady,  66  N.  E. 
410.  Rep.  419. 

•  61  Atl.  Rep.  106. 
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applicable  to  an  action  in  the  Bhode  Island  courts  respect- 
ing such  transactions. 

In  the  Massachusetts  statute  (c.  99,  Rev.  Laws  of  1901, 
Biu/prd)  it  is  also  provided  (§§  1-3),  that  money  lost  at  gam- 
ing may  be  recovered,  but  these  sections  only  relate  to 
gaming  as  that  term  is  ordinarily  used,  as  is  evidenced  by 
§§  4-7,  iupra,  as  to  stock  dealings. 

In  Ohio  it  is  enacted  (Bates'  Annotated  Stats.  2d  ed. 
§  6938),  that  "  whoever  plays  at  any  game  whatsoever  for 
any  sum  of  money  or  other  property  of  any  value,  or  makes 
any  bet  or  wager  for  any  sum  of  money  or  other  property 
of  any  value,  shall  be  fined  not  more  than  $100,  or  impris- 
oned not  more  than  six  months,  nor  less  than  ten  days,  or 
both."  And  by  §  4270,  money  lost  in  wagering  may  be 
recovered.*  And  Iowa  (Code  of  1897,  §4964),  Indiana  (Re- 
vision of  1881,  with  amendments  to  1902,  §  2081,  Homer's 
edition).  West  Virginia  (Warth's  Code  of  1899,  cs.  97, 
151)  and  Wisconsin  (Statutes  of  1898,  §  4535)  have  similar 
statutes. 

The  Revised  Statutes  of  Indiana  (§  4950,  Homer's  edition, 
§  6675,  Burn's  edition)  also  provide  that  notes  and  securities 
given  in  wagering  transactions  shall  be  void.  This  section 
was  held  not  applicable  to  moneys  loaned  to  gamble  in  grain 
options  at  sometime  in  the  future.  The  statute  is  confined 
to  a  case  where  money  is  loaned  at  the  time  of  the  wager.' 
In  Pearce  vs.  Dill  ^  it  was  held  that  option  dealings  in  grain 
in  Illinois  without  intention  to  deliver  were  void  as  against 
public  policy,  and  that  a  wife  was  entitled  to  recover  from 
the  keeper  of  a  bucket  shop,  and  from  a  bank,  moneys  of 

^  See  Lucas  vb.  Harper,  24  Ohio       '  Plank  vs.  Jackson,  128  Ind.  429. 
St.  328;   Roulstone  vs.  Moore,  10       *  149  Ind.  436. 
Ohio  Dec.  Rep.  275. 
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hers  deposited  in  the  bank,  paid  by  her  husband  as  her 
trustee,  in  such  dealings.  Section  4951  of  the  Indiana  Stat- 
utes, Homer's  edition  (§  6676,  Bum's  edition),  also  pro- 
vides that  money  lost  by  betting  on  any  game  may  be  re- 
covered by  suing  therefor  within  six  months.  It  was  held 
in  Boyce  vs.  O'Dell  Commission  Co.  *  that  money  lost  by 
plaintiff  in  ^^  bucket  shop  "  transactions  could  not  be  recov- 
ered under  this  section,  as  such  transactions  were  not  ^^  bet- 
ting on  any  game  "  within  the  meaning  of  this  section. 

In  Pennsylvania  gaming  contracts  are  void,  and  money 
lost  at  a  game  or  play  of  address  or  hazard  may  be  re- 
covered (Act  of  April  22,  1794).*  In  Merriam  vs.  Stock 
Exchange^  it  was  held  that  the  act  did  not  cover  stock, 
grain,  and  oil  transactions  on  margins,  where  differences  only 
were  settled,  such  being  entirely  unknown  at  the  passage 
of  the  act,  and  money  paid  by  the  customer  to  the  Broker 
could  not  be  recovered  under  the  9th  section  of  the  act,  the 
transaction  being  a  gambling  one,  and  against  the  policy  of 
the  law,  and  therefore  void,  although  if  the  customer  had 
not  paid  it,  he  could  not  be  compelled  to  do  so.  To  the 
same  effect  is  Hirst  vs.  Maag.*  An  innocent  holder  for  value 
of  a  negotiable  note  given  in  a  stock  gambling  transaction 
may  recover  the  same  before  maturity.'  Equity  will  not 
compel  the  return  of  notes  (in  the  hands  of  a  honafide  pur- 
chaser for  value  without  notice)  given  by  a  customer  to  his 
Broker  to  cover  losses  in  stock  gambling  transactions.* 

Election  bets  are  punishable  by  fine  in  Kansas  (Dassler's 


*  109  Fed.  Rep.  758.  *  13  Pa.  Sup.  Ct.  Rep.  4. 

'  See  Edgell  vs.   McLoughlin,   6  *  Northern    National    Bank    vs. 

Whart.  176,  overruling  Morgan  vs.  Arnold,  187  Pa.  St.  356. 

Richards,  1  Bro.  171.  "  Albertson  vs.  Lougfalin,  173  Pa. 

•  1  Pa.  Co.  Ct.  R.  478.  St.  525. 
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Gen.  Stats,  of  1901,  §  2252)  and  gambling  is  prohibited  by 
§§  2228  and  2233. 

In  Missouri  (Rev.  Stats,  of  1899,  c.  32,  §§  3424,  5432) 
money  lost  on  wagers  may  be  recovered,  if  sued  for  within 
three  months  after  the  cause  of  action  has  accrued.  This 
statute  does  not  apply  to  gambling  transactions  in  grain, 
as  money  lost  therein  is  not  lost  '^  at  any  game  or  gambling 
device."  ^  Even  if  it  does,  the  action  must  be  brought  within 
the  three  months'. limitation.^  A  note  in  grain  gambling 
transactions  in  the  hands  of  an  innocent  holder  for  value,  is 
enforceable.® 

In  New  Hampshire  (Public  Stats,  c.  270,  §  16)  wagers 
are  declared  void.  And  an  agreement  in  which  the  parties 
have  no  interest,  except  that  created  by  such  agreement, 
shall  be  deemed  a  wager  (§  18),  and  money  received  there- 
under may  be  recovered  (§  17).* 

In  Maine  all  wagers  are  held  to  be  void.'^  By  the  statute 
of  that  State  gambling  is  punishable  by  fine  (Kev.  Stat,  of 
Maine,  c.  125,  §  2),  and  securities  given  for  gambling  debts 
(except  in  the  hands  of  innocent  holders)  are  void  (lb.  §  10). 
In  O'Brien  vs.  Luques^  it  was  held  that  a  customer  could 

*  Crawford  vs.  Spencer,  92  Mo.  note,  Id.;  Crawford  vs.  Spencer,  92 
498;  Connor  vs.  Black,  132  Mo.  Mo.  498;  1  Am.  Bt.  Rep.  745,  and 
150.  note,  but  the  Illinois  statute  does, 

'  Connor  vs.  Black,  132  Mo.  150.  even  in  the  hands  of  an  innocent 
See  also  Bank  vs.  Harrison,  10  Fed.  holder.  Root  vs.  Merriam,  27  Fed. 
Rep.  243,  deciding  that  the  statute  Rep.  909,  and  cases  cited  in  ap- 
does  not  apply  to  '' options."  pended  note. 

•Third  National  Bank  vs.  Tins-  *  Margins  in  stock  transactions 
ley,  11  Mo.  App.  498;  Third  Nar  where  there  is  to  be  no  delivery, 
tional  Bank  vs.  Harrison,  10  Fed.  may  be  recovered  under  these  sec- 
Rep.  243;  Sondheim  vs.  Gilbert,  117  tions.  Wheeler  vs.  Exchange,  56 
Ind.  71;  10  Am.  St.  Rep.  23,  and  Atl.  Rep.  754. 
note.  Neither  the  statutes  of  New  *  Lewis  vs.  Littlefidd,  15  Me.  233. 
York  nor  Indiana  invalidate  such  a       '81  Me.  46. 
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not  reoover  deposits  made  with  a  Broker  to  gamble  in  grain, 
even  though  the  latter  represented  that  the  purchases  were 
to  be  made  of  a  firm  of  Chicago  Brokers,  when  they  were 
not  in  fact  so  made.  But  in  Nolan  vs.  Clarke^  it  was  held 
that  a  principal  might,  under  §  8,  reoover  from  a  Broker, 
payments  made  in  "  futures  "  in  corn,  when  delivery  was 
not  intended,  even  though  the  forms  of  sale  and  purchase 
were  observed,  and  although  the  Broker  was  agent  for  a 
Boston  company,  when  he  did  not  disclose  such  fact  to  his 
principal.  It  was  held  in  Morris  vs.  Telegraph  Co.^  that 
as  dealings  in  stocks  between  Broker  and  customer  although 
in  form  valid,  were  gambling  transactions,  there  being  no 
intent  to  make  delivery,  the  customer  could  not  recover 
damages  from  a  telegraph  company  for  non-delivery  of  a 
telegram  by  which  loss  resulted  to  him  in  such  transac- 
tions. 

In  Vermont  money  paid  to  the  winner  of  a  wager  can- 
not be  recovered.*  The  statutes  as  to  wagering  and  gam- 
bling (§§  5133-9),  permitting  recovery  from  the  winner, 
only  apply  to  sports  or  games.^  It  was  held  in  Soules  vs. 
Welden  National  Bank '  that  a  Commission  Broker,  acting 
for  a  New  York  stock-broking  company,  could  not  reoover 
deposits  made  by  him  in  a  bank,  as  the  company's  agent, 
pursuant  to  an  arrangement  between  him  and  the  New 
York  company,  on  the  ground  that  the  transactions  were 
wagering  ones.  The  keeping  of  a  "  bucket  shop  "  to  deal  in 
stocks  and  commodities,  is  made  a  criminal  offence  in  Ver- 
mont by  L.  1888,  No.  147,  §  1  (Vermont  Stats.  §§  5128-32). 
A  conviction  under  this  statute  was  not  sustained,  when 

»  91  Me.  33.  *  Id. 

>  94  Me.  423.  » 61  Vt.  376. 

•  West  vs.  Holmes,  26  Vt.  630. 
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the  indictment  did  not  sufflcientiLj  connect  the  defendant 
with  the  illegal  offence  charged.*  In  State  vs.  Corcoran^ 
it  was  held  that  an  indictment  which  alleged  that  the  re- 
spondent kept  a  ^^  bucket  shop,"  in  which,  following  the 
language  of  the  statute,  he  conducted  the  business  thereby 
prohibited,  was  good. 

By  the  General  Statutes  of  Connecticut,  §  4631,  wagering 
contracts  are  declared  void,  and  by  §  1920,  municipalities 
may  prohibit  bucket  shops  and  dealings  in  margins.  A 
speculative  contract  in  stocks  is  not  necessarily  illegal  as  a 
gambling  contract.^ 

Although  the  gambling  statute  of  Bhode  Island  (General 
Statutes,  ch.  92)  does  not  forbid  gambling  in  stocks,  such 
transactions  are  void  as  against  public  policy  when  there  is 
to  be  no  delivery,  even  though  the  transactions  have  the 
appearance  of  a  sale,  or  of  a  sale  and  resale.^  If  transactions 
in  stocks  are  void  as  against  public  policy  in  Bhode  Island, 
they  cannot  be  enforced  in  that  State,  although  valid  under 
L.  1890,  ch.  437,  of  Massachusetts,  in  which  State  the  con- 
tract was  executed.' 

By  the  General  Statutes  of  New  Jersey,  p.  1606,  §  1,  all 
wagering  is  declared  unlawful.  Speculations  in  stock  on 
margins,  are  within  this  statute.* 

^  State  vs.  McMillan,  37  Atl.  Rep.  both  States,  as  there  was  an  intent 

278.  to  have  actual  delivery,  although 

'  73  Ver.  404.  there  was  in  fact  no  actual  purchase 

'  Hatch  vs.   Douglas,   48  Conn,  or  delivery,  and  although  the  prin- 

116;  Ingraham  vs.  Taylor,  58  id.  cipal    did    not    intend    to    receive 

503;  Skiff  vs.  Stoddard,  63  id.  211.  stocks  purchased,  or  pay  therefor, 

*  Flagg  vs.  Gilpin,  17  R.  I.  10.  where  he  intended  that  the  Broker 

*  Winward  vs.  Lincoln,  51  Atl.  should  receive  and  pay  for  them,  or 
Rep.  106.  In  that  case,  however,  it  the  Broker  had  reason  to  believe  he 
was  held  that  a  Broker  might  re-  had  such  intention.     Id. 

cover  moneys  due  from  a  customer  •  Tantum  vs.  Arnold,  15  Stew.  62; 
in  such  transactions,  by  the  law  of   Flagg  vs.  Baldwin,  11  Stew.  £q.219. 
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Graming  on  any  contingency  is  also  declared  unlawful  in 
the  State  of  Maryland.  Foe's  Supp.  to  Public  Oen.  Laws, 
Art.  27,  §  124a. 

By  Greneral  Statutes  of  Minnesota,  ch.  99,  §  13  (now 
General  Statutes,  1894,  §  6593),  money  lost  at  play  or 
gambling  may  be  recovered.  It  was  held  in  Dows  vs. 
OlaspeP  that  this  statute  did  not  relate  to  ^^  option  deals," 
and  that  money  paid,  as  margins,  in  such  transactions  in 
grain,  could  not  be  recovered,  in  a  counterclaim  by  de- 
fendant customer  who  relied  on  the  statute.  It  was  also 
held  that  when  no  proof  of  the  statute  was  offered  by 
plaintiff  Broker,  the  latter  was  not  entitled  at  common-law 
to  recover  advances  or  commissions,  when  the  purpose  of 
the  principal  was  to  gamble.  A  "  stock  "  clock  was  held  in 
State  vs.  Grimes,'  to  be  a  gambling  device  within  the  mean- 
ing of  the  charter  of  the  city  of  Minneapolis. 

Gambling  is  made  punishable  as  a  criminal  offence  by 
the  Code  of  Mississippi,  §  1122,  and  by  §  2114,  contracts, 
judgments,  etc.,  on  any  wager,  are  declared  void.  It  was 
held  in  Campbell  vs.  National  Bank^  that  contracts  for  fu- 
ture delivery  are  void,  when  the  intent  of  the  parties  is 
merely  to  speculate  on  the  rise  and  fall  of  prices,  when 
differences  only  are  to  be  settled,  and  there  is  to  be  no  de- 
livery, and  as  such  a  contract  was  one  of  wagering,  a  judg- 
ment on  a  note  given  by  a  principal  to  a  Broker  in  payment 
of  moneys  due  on  such  transactions,  and  by  the  Broker  en- 
dorsed to  the  plaintiff  bank,  could  not,  under  §  990  of 
the  Code  of  1880  (§  2114  of  the  Code  of  1882),  be  en- 
forced. And  in  Virden  vs.  Murphy*  it  was  held  that  a 
note  given  to  secure  money  loaned  by  plaintiff  to  defendant 

UN.  D.  251.  •74  Miss.  626. 

>  49  Minn.  443.  *  78  Miss.  515. 
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to  be  used  in  a  "  bucket  shop  "  business  carried  on  by  de- 
fendant in  Philadelphia,  could  not  be  recovered,  the  business 
being  a  gambling  one  under  §  2114  of  the  Code.  And  Lura 
vs.  Fauntleroy^  decided  that  in  a  suit  on  a  judgment  of 
another  State,  the  defendant  was  not  precluded  from  setting 
up  the  gambling  nature  of  the  transactions  (viz.,  dealing  in 
futures),  upon  which  the  judgment  was  based,  and  which, 
as  they  took  place  in  the  State  of  Mississippi,  were  illegal 
by  the  statutes  of  that  State. 

The  Delaware  statute  against  gaming  (Laws  of  Delaware, 
ch.  454,  vol.  II.),  would  seem  to  be  directed  against  gaming 
tables,  etc.,  and  would  not  therefore  include  gambling  in 
"  futures." 

In  Virginia  by  the  Code  of  1887,  §  2836,  all  gaming  con- 
tracts are  declared  void.  In  Krake  vs.  Alexander^  it  was 
held  that  when  one  lends  money  which  is  used  by  the  bor- 
rower in  paying  oflf  a  judgment  obtained  against  him  on  a 
note  given  by  him  as  surety  in  respect  of  alleged  gambling 
transactions  in  pork  and  grain  options,  and  of  which  trans- 
actions the  lender  had  no  knowledge,  the  latter  is  not  de- 
barred from  recovering  the  money  lent  by  reason  of  the 
alleged  gambling  nature  of  the  transactions. 

In  North  Carolina,  gaming  or  betting  contracts  are  void. 
Code,  c.  22. 

Gaming  is  forbidden  by  the  Civil  Code  of  South  Caro- 
lina (§§  2305-9).^ 

Under  the  Code  of  Georgia  (§§  2753,  now  3671),  all  wager- 
ing contracts  are  void,  and  evidences  of  debt  executed  upon 
a  gaming  consideration,  are  void  in  the  hands  of  any  per- 
son.    Under  this  section,  a  bank  cannot  recover  on  aprom- 

*  80  Mum.  757.  » See  Rice  vs.  Gist,  1  Strob.  (S.  C.) 

» 86  Va.  206.  82. 
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iflsorj  note  given  in  a  transaction  in  cotton  futures,  ev^i 
thou^  a  honafide  purchaser  for  value  before  maturity  with- 
out notice.^  A  principal  may  recover  from  a  telegraph 
company,  damages  occasioned  by  a  mistake  in  transmit- 
ting a  message  as  to  such  deals,'  but  this  doctrine  was 
subsequently  overruled,  and  it  was  held  that  a  telegraph 
company  was  not,  under  such  circumstances,  obliged  to 
respond  in  damages,'  nor  should  a  bank,  with  whom  col- 
lateral had  been  deposited,  under  an  agreement  to  honor 
a  draft  given  by  the  depositor  in  payment  of  margins  in 
'^  cotton  "  futures,  be  compelled  to  observe  such  agreement.' 

The  constitution  <^  Louisiana  of  1898  directs  the  legis- 
lature to  pass  laws  to  suppress  gambling.  Arts.  188  and 
2983  of  the  Eevised  Civil  Code  prohibit  gaming,  except 
games  of  skill.  An  optional  contract  to  purchase  flour  in 
St.  Louis,  which  expressed  that,  if  the  vendee  did  not  want 
the  flour,  differences  might  be  settled  at  the  prices  quoted 
by  the  St.  Louis  Merchants  Exchange,  was  held  to  be  a  gam- 
ing contract  under  the  statute." 

By  the  Eev.  Stats,  of  Illinois,  §  131,  wagering  contracts 
are  declared  void,  and  by  §  132  moneys  paid  to  the  "  win- 
ner "  in  such  transactions  may  be  recovered.  It  was  held 
in  Pearce  vs.  Foote*  that  moneys  paid  to  a  Broker  in  grain 
option  contracts  may  by  recovered  from  the  Broker  as  a 
winner  under  §  132.' 

^Cunningham  vs.  Bank,  71  Ga.  Flower,  46  La.  Ann.  315;  15  So. 

405.  Rep.  16. 

'  Telegraph  Co.  vs.  Blanchard,  68  •  113  111.  228. 

Ga.  299.  ^  This  decision  was  followed  in 

*  Cothran  vs.  Telegraph  Co.,  83  Elder  vs.  Talcott,  43  HI.  App.  439, 
Ga.  25;  9  S.  E.  Rep.  836.  in  a  like  contract,  notwithstanding 

^  Moss  vs.   Exchange   Bank,   30   contra  decisions  in  Higgins  vs.  Mc- 
S.  E.  Rep.  267.  Crea,  116  U.  S.  671  (option  con- 

*  E.  0.  Stannard  Milling  Co.  vs.   tracts  in  pork  and  lard),  and  White 
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By  the  Ciode  of  Tennessee  (§  2438),  gaming  and  wagering 
oontraotsare  declared  void,  and  by  §  2440,  money  lost  thereon 
may  be  recovered.  Moneys  paid  in  wagering  contacts  in 
produce  ^^  futures,"  may  be  recovered  under  the  latter  sec- 
tkn.' 

By  the  General  Statutes  of  Kentucky  (art.  1,  ch.  47,  §  1, 
now  ch.  58,  §  1955,  of  the  Kentucky  Statutes),  all  gaming 
or  wagering  contracts  are  declared  void.  It  was  held  in 
Lyons  vs.  Hodgen  *  that  gambling  in  futures  was  within 
this  statute,  although  not  practised  at  its  enactment. 

By  the  Code  of  Alabama  of  1897,  §  2163,  all  contracts 
founded  on  a  gambling  consideration  are  void.' 

VB.  Barber,  123  U.  S.  392  (Like  con-  liver  (Bryant  vs.  Telegraph  Co.,  17 
tracts  in  grain).  See  also  Kennedy  Fed.  Rep.  825),  and  a  telegraph 
vs.  Stout,  26  HI.  App.  133;  Jamieson  company  may  not  be  enjoined  from 
vs.  Wallace,  167  HI.  388;  Walker  vs.  refusing  to  supply  a  "bucket  shop" 
Johnson,  59  HI.  App.  448;  N.  Y.  keeper  with  the  market  quotations. 
&c.  Stock  Ex.  vs.  MeUen,  27  id.  556,  Smith  vs.  Western  Union  Tele- 
to  same  effect.  Treble  the  amount  graph  Co.,  84  Ky.  664.  When  it 
paid  may  be  recovered.  Kruse  vs.  clearly  appeared  that  stocks  were 
Kennett,  181  HI.  199.  But  not  in  never  bought  or  sold,  differences 
the  Federal  court.  Sticktenoth  vs.  only  being  settled,  the  transactions 
Central  Ex.  of  Chicago,  99  Fed.  are  gambling  ones  within  this  bw^ 
Rep.  1 .  tion,  and  moneys  paid  to  a  company 

^  McGrew  vs.  City  Produce  Ex-  engaged  therein  may  be  recovered, 
change,  85  Tenn.  572.  And  a  note  Boyd  vs.  Coates,  24  Ky.  L.  Rep. 
given  in  such  transactions  is  void  730;  69  S.  W.  Rep.  1090. 
even  in  the  hands  of  a  bona  fide  •  It  was  held  in  Hawley  vs.  Bibb, 
holder  before  due.  Snoddy  vs.  69  Ala.  52,  that  dealing  in  "cot- 
Bank,  88  Tenn.  575.  ton"  futures,  without  intent  to  de- 

'90  Ky.  280.  See  also  to  the  liver,  was  gambling  withm  this  stat- 
same  effect.  Sawyer  vs.  Taggert,  77  ute,  and  that  the  amount  of  a  note 
Ky.  727;  Smith  vs.  Western  Union,   given  in  such  a  transaction  in  Ala- 

84  Ky.  664;  Beadles  vs.  McElrath,   bama  could  not  be  recovered  even 

85  Ky.  230;  Farmers  Bank  vs.  by  an  innocent  holder  for  value,  but 
Unser,  13  Ky.  L.  R.  565.  when  it  took  place  in  New  York,  it 

Transactions  in  grain  "futures"  might  be  recovered  at  common-law, 
are  iUegal  and  against  public  policy  in  the  absence  of  proof  of  a  New 
when  there  is  no  intention  to  de-  York    statute    to    the    contrary. 


532  Stock-brokers  and  Stoek  Exchanges. 

Money  lost  on  wagers  may  be  recovered  in  Arkansas 
(Sandels  &  HilPs  Dig.  of  Statutes,  §  8501),  and  judgments, 
etc.,  given  in  respect  thereof  are  void  (§  3504). 

The  keeping  of  gaming  tables  is  forbidden  in  the  District 
of  Columbia  (Laws  of  January  31,  1883 ;  Code  of  1902, 
§  864).^ 

In  Colorado  gaming  contracts  are  declared  void  (Mills' 
Anno.  Stats.  §  1344).  When  one  gave  a  note  on  transac- 
tions alleged  in  his  defence  to  be  gambling  in  ^^  futures  "  in 
grain  on  the  Chicago  market,  but  which,  he  testified  on  the 
trial,  was  given  as  accommodation  paper,  a  verdict  against 
him  was  properly  directed  in  an  action  brought  by  a  hona 
fide  holder  of  the  note  for  value  without  notice.^ 

Gaming  is  also  prohibited  in  Michigan  (Comp.  L.  §§  5929- 
38).     Section  5933  (formerly  §  1996  of  the  Comp.  L.  of 

When  no  proof  is  offered  that  there  ^  A  note  given  in  transactions  in 
was  not  to  be  delivery,  a  plea  by  a  "futures"  in  stocks  is  void,  even  as 
telegraph  company  that  a  "cotton  against  innocent  holders  without 
future"  was  a  gambling  transac-  notice.  Lully  vs.  Morgan,  21  D.  C. 
tion,  will  not  be  considered,  West-  88.  This  case  was  decided  under 
em  Union  Tel.  Co.  vs.  Way,  83  Ala.  the  English  statute  of  9  Anne, 
561 ;  Same  vs.  Chamblee,  25  So.  Rep.  c.  14,  §  1,  which  was  held  to  be  in 
232,  and  where  the  contract  was  to  force  in  the  district,  following 
be  performed  in  Germany,  it  cannot  Justh  vs.  Holliday,  2  Mack.  346, 
be  held  a  gambling  transaction  in  where  the  transactions  were  simi- 
the  absence  of  proof  of  the  law  of  lar,  but  it  has  been  recently  de- 
Germany.  Id.  See  also  Lee  vs.  cided  in  Wirt  vs.  Stubblefield,  17 
Boyd,  86  Ala.  283;  Peet  vs.  Hatch-  App.  D.  C.  283,  that  9  Anne, 
er,  112  Ala.  514  (as  to  cotton  c.  14,  §  1,  and  16  Car.  2,  ch.  7,  were 
futures).  In  Ferryman  vs.  Wolff e,  repealed  by  the  "Negotiable  In- 
93  Ala.  290;  9  So.  Rep.  148,  it  was  struments  Law"  (Act  of  Congress 
held  that  a  contract  for  the  sale  of  of  January  12,  1899),  so  far  as  in- 
stock  to  be  delivered  at  the  end  of  consistent  therewith,  and  that  a 
twelve  months,  with  an  option  to  note  in  gambling  stock  transac- 
the  seller  to  deliver  during  the  time,  tions  might  be  recovered  by  a  bona 
was  valid,  even  though  the  seller  fide  holder. 

had  not  the  stock  at  the  time,  as  it       '  Pendleton  vs.  Smissaert,  1  Col. 

appeared  he  intended   delivery.  App.  508;  29  Pac.  Rep.  621 . 
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1871),  voiding  notes  given  in  gaming  transactions,  was 
held  in  Shaw  vs.  Clark  ^  not  to  apply  to  "  option  dealings  " 
in  wheat. 

In  Texas  cities  may  suppress  gambling  houses  and  fraud- 
ulent devices  (Sayle's  Texas  Civ.  Stats,  art.  431,  Act, 
March  15,  1875,  §  44).  And  gaming  is  prohibited  by  oh.  3 
of  the  Texas  Penal  Code. 

In  Korth  Dakota  it  is  provided  that  losses  incurred  by 
betting  on  any  game  may  be  recovered  (Rev.  Stats,  of 
1895,  §  7235). 

In  Oregon  gambling  contracts  are  void  (Codes  and 
Statutes  of  Oregon  of  1902,  §  1945). 

The  keeping  of  any  gambling  apparatus  is  declared  un- 
lawful by  §  7852  of  the  South  Dakota  Statutes  of  1899. 
The  following  circumstances  warranted  a  finding  that 
transactions  in  grain  and  other  commodities  were  mere 
gambling  on  the  market  prices :  The  fact  that  the  Brokers 
knew  that  the  customer  could  not  financially  make  the 
large  purchases  which  had  been  made;  that  he  was  not 
in  the  business  of  dealing  in  such  commodities ;  that  not- 
withstanding formal  orders  to  buy  and  sell,  diflferences  only 
were  settled  ;  the  customer's  own  testimony  to  that  effect, 
and  similar  testimony  of  other  customers  of  plaintiffs.' 

In  Arizona  gaming  by  unlicensed  persons  is  punishable 
by  fine  or  imprisonment  (Rev.  Stats,  of  1901,  ch.  IX). 

Gaming  is  also  made  a  criminal  offence  by  the  Indian 
Territory  Statutes,  ch.  38 ;  by  the  Montana  Stats.  (Sander's 
edition),  ch.  9 ;  and  by  the  Comp.  Stats,  of  Nebraska  of 
1901,  §  6877. 

GambUng  is  punishable  by  fine  or  imprisonment  in  Flor- 

*  49  Mich.  384.  '  Waite  vs.  Frank,  86  N.  W^.  Rep. 

645. 
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Ida  (Rev.  Stats..  §  2651,  as  amended  by  L.  1895,  p.  S64); 
and  in  Idaho,  by  Penal  Code,  §  4846. 

In  Nevada  gambling,  except  by  licensed  persons,  is  for- 
bidden (Comp.  Laws,  §  1263). 

In  New  Mexico  securities  given  for  gambling  debts  are 
void  (Comp.  Laws,  §  3202). 

Gambling  is  made  a  criminal  offence  by  the  Statutes  of 
Oklahoma,  ch.  56. 

In  Utah  gaming  is  a  misdemeanor  (Rev.  Stat&  of 
1898,  §  4261).  Also  in  Washington  (Codes  and  Stats,  of 
1897,  §  7260).  And  in  Wyoming  all  gambling  contracts 
are  void  (Rev.  Stats,  of  1899,  §  2187). 

Gambling  is  also  prohibited  by  the  Penal  Code  of  Cali- 
fornia (§  350),  but  this  statute  apparently  would  not  include 
transactions  in  ^^  futures."  See  the  constitution€kl  provi- 
sion, supra.  The  same  observation  applies  to  the  Indian 
Territory  Stats.  (§  1170-90).  See  8i^3  as  to  dealing  in 
"  futures."  And  the  Penal  Code  of  Montana,  §  600,  and 
§214  of  the  Criminal  Code  of  Nebraska  also  prohibit  gang- 
ing at  faro,  etc.,  and  do  not  cover  transactions  in  "  futures." 

In  Metropolitan  Bank  vs.  Jansen  ^  it  was  held  that  gam- 
bling in  grain  "  futures  "  without  intent  to  deliver,  is  now 
void  in  the  United  States,  even  in  the  absence  of  a  prohib- 
itory statute,  and  a  bank  cannot  recover  the  amount  of  a 
note  given  in  such  transactions. 

In  conclusion  it  may  be  said  that  the  general  tendency 
of  the  courts  of  the  various  States  is  to  consid^  all  gam- 
ing and  wagering  contracts  as  utterly  void ;  to  look  upon 
them  as  insidious  enemies  to  our  modem  public  policy  and 
standard  of  morality,  fostering  unhealthy  desires  for  sod- 

>  47  C.  0.  A.  497. 
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den  gain,  destroying  the  spirit  of  patient  labor,  and  pre- 
senting  easy  avenues  to  demoralizing  habits  of  speculation 
— often  to  positive  crime.* 

We  shall  now  proceed  to  examine  the  oases  under  the 
statutes  and  principles  governing  ^^ wagers^'  which  have 
arisen  out  of  transactions  in  securities  and  in  ^^  petroleum," 
"cotton"*  and  "grain" — operations  in  the  three  last- 
mentioned  kinds  of  merchandise  being  very  similar  to 
dealings  in  stocks — first  setting  forth  those  adjudications 
in  which  the  defence  of  "  wager "  has  been  sustained ; 
secondly,  those  in  which  it  has  been  overruled ;  and^ 
thirdly,  deducing  the  results  of  the  cases  into  general  prin- 
ciples. 

In  the  outset,  the  general  proposition  upon  the  subject  of 
wagers  may  be  stated  as  follows :  If  the  agreement  between 
the  parties  is  a  hona  fide  contract  to  buy  and  sell,  the  law 
will  sustain  it;  but  where  it  appears  from  the  evidence 
that  there  is  no  real  contract  of  sale,  and  that  the  whole 
arrangement  is  to  be  settled  by  the  payment  of  "  differ- 
ences," it  will  be  set  aside."    This  statement  is  conceded  in 

^  See  Irwin  vs.  Williar,  110  U.  S.  was  illegal,  there  being  no  intention 

409,  and  cases  cited.  to  deliver,  or  to  hand  over  ware- 

' See  ''Ray  on  Contractual  Limi-  house  receipts,  but  merely  to  settle 
tations,''  p.  38  et  seq.,  and  valuable  differences,  damages  cannot  be  re- 
note  on  "Cotton  Futures"  by  Mr-  covered  from  a  telegraph  company 
Alfred  B.  Shepperson,  contained  in  for  a  loss  on  sales  occasioned  by 
the  appendix  to  that  work,  as  also  delay  in  the  delivery  of  a  telegram. 
"Protest  of  the  New  York  Cotton  Melchert  vs.  American  U.  Tel.  Co., 
Exchange''  against  the  passage  of  3  McCrary,  521.  See  valuable  note 
bills  in  Congress  to  prevent  dealing  on  option  sales  by  Mr.  Francis 
in  options  and  futures.  Wharton  appended  to  the  report  of 

•  And  not  only  will  the  original  this  case, 

contract  be  set  aside,  but  certidn  It  was  held  in  Bryant  vs.  Western 

classes  of  collateral  contracts  aris-  Union  Telegraph  Co.,  17  Fed.  Rep. 

ing  therefrom.    Thus  when  a  con-  825,  that  a  dealer  in  grain  and  pork, 

tract  for  the  sale  of  rye  in  Chicago  who  kept  a  "bucket  shop"  could 
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all  of  the  cases ;  and  whatever  inconsisteiicy  or  want  of 
harmony  there  may  be  in  the  decisions  will  be  fonnd  to 
arise  from  the  different  interpretations  the  courts  have 
placed  upon  the  facts,  and  which  can  only  be  ascertained 
by  a  review  of  the  adjudications. 

(c.)  Wagers  between  Frmdpals, 

There  is  a  marked  distinction  in  those  cases  which  have 
arisen  between  the  direct  parties  to  a  contract — as,  for  in- 
stance, a  vendor  and  a  vendee — and  those  in  which  a 
Broker,  acting  for  a  principal,  has  entered  into  agreements 
with  third  persons,  in  behalf  of  his  principal,  and  then 
seeks  indemnity  from  the  latter  for  money  laid  out,  etc., 
and  commissions  in  such  transactions.  In  the  former  class, 
if  the  intention  of  the  parties  is  not  to  deliver  or  receive 
property,  but  to  settle  by  the  mere  payment  of  differences, 
the  contract  is  a  wager.  But  a  Broker  may  be  ignorant  of 
the  unlawful  intention  of  his  principals,  and  may  then  re- 
cover for  money  paid  out,  commissions,  etc.,  although  the 
principals  would  be  unable  to  enforce  the  contract  as  be- 
tween themselves.^ 

This  important  distinction  will  be  found  to  be  supported 
in  all  of  the  well-considered  cases.  Under  this  head,  there- 
fore, we  shall  set  forth  the  cases  arising  between  principals 
in  stock  transactions,  remarking  in  the  beginning  that  the 
cases  seem  to  be  few  in  which  the  defence  of  wager  has 
been  sustained. 

not  compel  a  telegriiph  comp>any  to  no   statute   in    Kentucky   making 

furnish  him ^ with  "ticker"  quota-  such  gambling  criminal, 
tions  from  the  Chicago  Board  of       *  Warren  vs.  Hewitt,  45  Ga.  201, 

Trade,  although  he  was  a  member  and   cases   cited   under  subd.  (d), 

of  that  board,  and  although  there  is  p.  551 . 
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The  first  case  which  arose  under  the  act  of  Yictoria  was 
that  of  Grizewood  vs.  Blane.^  The  plaintiff,  who  was  a 
Stock-jobber  in  London,  brought  an  action  of  assumpsit 
against  the  defendant,  who  had,  through  his  Broker,  con- 
tracted to  sell  certain  shares  of  stock,  which  he  did  not  own, 
to  the  plaintiff,  deliverable  at  a  future  time.  The  market 
in  the  meantime  having  advanced,  the  defendant  could  not 
deliver  the  stocks  at  the  price  the  plaintiff  had  bargained  to 
pay  for  them,  whereupon  it  was  agreed  between  the  par- 
ties that,  instead  of  delivering  the  stocks,  the  defendant 
should  pay  the  differences  between  the  contract  and  the 
market  price  on  the  day  they  were  to  be  delivered.  The 
action  was  upon  this  last  agreement  to  recover  the  "  differ- 
ences." The  defendant  interposed  the  defence  that  the 
contract  was  illegal,  as  a  wager  on  the  price  of  the  shares, 
setting  forth  in  his  plea  the  very  language  of  the  act.  The 
court,  upon  special  demurrer,  gave  judgment  for  the  plain- 
tiff, holding  that  the  plea  was  bad,  and  that  the  defendant 
was  bound  to  show  the  circumstances  which  made  the  con- 
tract set  forth  in  the  declaration  a  gaming  one.  The  case 
subsequently  came  to  trial  on  the  issues  of  fact.  The  court 
left  it  to  the  jury  to  say  what  was  the  intention  of  the  par- 
ties at  the  time  of  making  the  contract,  whether  either 
party  really  meant  to  purchase  or  sell  the  shares  in  ques- 
tion ;  that,  if  they  did  not,  the  contract  was  a  gambling 
transaction  and  void.  The  jury  found  for  the  defendant 
Upon  appeal,  this  ruling  was  sustained,  and  the  rule  thus 
established  of  leaving  the  intention  of  the  parties  to  be  de- 
termined by  the  jury  has,  it  seems,  been  substantially  ad- 


^  20  Eng.  L.  &  £q.  290;  for  declaration  in  the  case,  see  8  id.  415; 
B.  c.  11  C.  B.  538. 
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hered  to,  except  by  the  courts  of  Pennsylvania,  to  which 
allusion  will  hereafter  be  made.^ 

In  Whidark  vs.  Davis  ^  it  was  held  that  an  oatside  Broker 
(who  acted  as  a  principal)  was  entitled  to  recover  differ- 
ences when  he  was  ready  to  deliver  the  secnrities  at  any 
time  if  called  upon  by  defendant  to  do  so,  and  that  the  con* 
tract  was  a  real  one,  and  not  within  the  statute. 

In  The  Universal  Stock  Exchange  vs.  Strachan '  it  was 
decided  however  by  the  House  of  Lords  that  when  the  in- 
tention was  that  "  differences "  only  should  be  accounted 
for,  and  that  no  stocks  or  shares  should  be  delivered,  an 
option  to  demand  delivery  or  acceptance  thereof  did  not 
take  the  case  out  of  the  statute,  but  securities  deposited  by 
one  party  with  the  other  to  secure  the  payment  of  "  differ- 
ences" might  be  recovered,  as  they  were  not  deposited  "to 
abide  the  event,"  but  it  was  held  in  Strachan  vs.  Universal 
Stock  Exchange,  Ld.  (No.  2),^  that  if  mcmey  so  deposited 
had  been  appropriated  by  the  depositee  as  against  losses, 
to  the  knowledge  of  the  depositor,  the  latter  could  not 
recover. 

The  decision  of  the  House  of  Lords  in  Universal  Stock 
Exchange  vs.  Strachan,  supra^  as  to  the  effect  of  an  option, 
was  followed  in  Re  Gieve*  and  it  was  held  in  Ex  parte 
Waud^  that  as  such  a  contract  was  illegal,  a  promise  by 
a  Broker,  acting  as  a  principal,  to  deliver  stock  in  payment 
of  differences,  was  without  consideration,  and  damages  could 
not  be  recovered  for  the  non-delivery. 

In  the  United  States,  beginning  with  the  State  of  JTew 

» See  also  s.  c.  11  C.  B.  526;  Mar-  » (1896)  App.  Cas.  166. 

shaU  vs.  Thiireton,  3  Lea  (Tenn.),  *  (1895)  2  Q.  B.  D.  697. 

743.  » (1899)  1  Q.  B.  794. 

» 10  Times  L.  R.  425.  •  (1898)  2  Q.  B.  383. 
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York,  we  find  a  case^  somewhat  analogous  to  Qrizewood  vs. 
Blane,  where  a  demurrer  was  interposed  to  the  complaint, 
but  with  a  different  result  from  that  reached  in  the  English 
case.  In  that  case  the  Superior  Court  of  New  York  inter- 
preted the  statute  upon  the  subject  of  wagers,  and  held  that 
an  answer  to  a  complaint  for  damages  for  non-delivery  of 
certain  pork,  which  set  up  ^^  that  it  was  not  the  intention 
of  the  defendant  to  make  any  actual  sale  or  delivery  of 
pork  to  the  plaintiff,  nor  was  it  the  intention  of  the  jdain- 
tiff  actually  to  buy  or  receive  any  pork  from  the  defendant ; 
that  it  was  the  mutual  design  of  both  the  plaintiff  and  de- 
fendant, at  the  making  of  the  said  supposed  contracts,  that 
the  same  should  not  be  specifically  performed  in  whole  or  in 
part ;  but,  on  the  contrary,  that  at  the  maturity  of  said  sup- 
posed contracts,  the  differences  between  the  then  market 
value  of  the  pork  therein  mentioned  and  the  price  of  the  same 
fixed  in  said  supposed  contracts  should  be  paid  by  the  one 
party  to  the  other,  as  performance  or  satisfaction  of  said  sup- 
posed contracts,"  was  good.  The  court  distinguished  the 
case  from  Grizewood  vs.  Blane  on  the  ground  that  the  lan- 
guage of  the  New  York  statute  was  broader  than  the  English 
act,  but  fully  concurred  in  the  result  of  that  case.  There  are 
other  cases  where  the  defence  of  wager  has  been  sustained, 
especially  in  the  State  of  Pennsylvania,  but  they  more 
appropriately  belong  to  the  other  subdivisions  of  this  chap- 
ter.* 

Beginning  with  England,  we  find  that  the  decided  tend- 
ency of  the  courts  of  that  country  has  been  to  reject  the 
defence  of  wager  where  it  has  been  introduced  to  defeat  a 


^  Cassard  vs.  Hinman.  1  Posw        'See  post,  p.  556. 
207;  aff'g  14  How.  (N  Y )  Pr  84. 
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recovery  in  actions  growing  out  of  Stock  Ilzchange  trans- 
actions. 

To  iUostrate  this  tendency,  it  is  necessary  to  set  forth 
bat  a  few  of  the  leading  modem  cases.  In  the  following 
cases,  the  court,  under  a  defence  of  wager,  examined  deal- 
ings of  members  of  the  London  Stock  Exchange  inter  «e, 
and  pronounced  them  invulnerable  under  the  statute  of  Vic- 
toria before  cited.  A,  B,  and  C  were  members  of  the  Stock 
Exchange,  according  to  the  rules  and  customs  of  which 
there  are  two  days  appointed  in  a  month  for  settling  trans- 
actions relating  to  foreign  securities ;  and,  in  case  of  a  loan 
upon  or  a  sale  of  such  securities,  the  lender  or  seller  has  the 
right,  in  case  of  non-payment  of  the  loan  or  non-completion 
of  the  purchase,  either  to  sell  or  take  them  at  their  market 
value — the  deficiency,  if  any,  in  the  price  being  paid  to  the 
borrower  or  purchaser,  and  the  surplus,  if  any,  beyond  the 
loan  or  purchase-money  being  paid  by  hira  to  the  lender  or 
seller,  who,  if  the  borrower  or  purchaser  is  declared  a  de- 
faulter, is  bound  to  take  the  securities  at  a  price  fixed  by 
the  official  assignees  of  the  association.  According  to  these 
rules  and  customs,  A  lent  to  C  money  on  the  security  of 
foreign  railway  shares,  which  were  of  the  full  value  of  the 
loan,  and  on  each  succeeding  settling-day  the  amount  of  de- 
preciation or  increase  in  the  value  of  the  shares  was  paid  by  C 
or  A  respectively  to  the  other,  till  C  was  declared  a  defaulter, 
when  A  took  the  shares  at  the  price  fixed  by  the  official 
assignee.  C  was  afterwards  adjudged  a  bankrupt,  and  A 
tendered  a  proof  for  the  balance  due  him  in  respect  of  the 
transaction,  after  deducting  the  price  at  which  he  had  taken 
the  shares. 

According  to  the  same  rules  and  customs,  B  agreed  with 
C  to  sell  him  one  hundred  foreign  railway  shares  for  a  cer- 
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tain  sam.  The  transaction  was  not  completed,  but  on  each 
sacceeding  settling-day  the  differences  were  paid  by  B  or 
C,  as  in  A's  case ;  and,  on  C  being  declared  a  defaulter,  B 
likewise  took  the  shares  at  their  value,  and,  on  C's  bank- 
ruptcy, tendered  a  proof  for  the  balance  due  to  him  in  respect 
of  the  said  shares.  The  proofs  were  both  rejected  on  the 
ground  that  the  transactions  were  illegal  as  wagers.  On  ap- 
peal, the  Court  of  Appeals  reversed  this  ruling,  and  held  that 
the  transactions  were  regular  and  legal.  The  court,  in  the 
opinion,  laid  stress  upon  the  facts  proved  in  each  case — that 
the  transactions  had  been  conducted  in  accordance  with 
the  rules  of  the  Stock  Exchange ;  that  there  was  an  actual 
advance  of  money  and  a  deposit  of  shares  in  the  one  case, 
and  that  in  the  other  case  the  dividends  on  the  shares 
alleged  to  have  been  sold  were  accounted  for  to  the  bank- 
rupt.^ 

In  the  case  of  Shaw  vs.  Caledonian  Eailway  Co.*  the 
court  held  that  transactions  between  a  principal  and  an  out- 
side stock  dealer  were  not  gambling  ones,  although  plaintiff, 
who  was  the  only  witness  examined,  swore  that  he  had  no 
contract  except  for  the  payment  of  differences,  the  court 
holding  that  if  either  one,  or  both,  of  the  parties,  could  de- 
mand or  give  delivery  of  the  stocks,  the  transaction  was  a 
real  one,  and  not  for  the  payment  of  differences. 

The  principle  of  this  decision  was  followed  in  Lowenfeld 
vs.  Howat,^  the  court  holding  that  where  there  was  a  clear 
contract  disclosed  by  the  bought  and  sold  notes,  the  trans- 
actions were  not  gambling  ones,  unless  it  could  be  shown  by 

>  In  re  Morgan,  Ex  parte  PhiUipe  >  (1890)  17  Court  Ses.  Cas.  (4th 

and  Ex  parte  Mamham,  6  Jur.  (n.  s.)  Series)  466. 

1273;  9  W.  R.  131;  2  De  G.  F.  &  J.  ■  19  Court  See.  Cas.  (4th  Seriee) 

634;30L.  J.  Bank.  1;3L.  T.  (n.s.)  128. 
516. 
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some  other  written  or  oral  contract,  that  the  original  con- 
tract was  not  intended  to  be  a  real  one,  and  the  evidence 
did  not  disclose  such  a  subsidiary  agreement. 

To  the  same  effect  is  Universal  Stock  Exchange  vs. 
Stevens,*  where  it  was  held  that  plaintiff  stock-jobbers  were 
entitled  to  recover  the  balance  due  them,  as,  although  the 
parties  contemplated  that  actual  deliveries  of  stock  should 
not  take  place  except  under  special  circumstances,  the  con- 
tracts were  in  fact  sales  and  purchases  of  stock,  and  not 
wagering,  although  the  parties  thought  that  the  contracts 
would  in  the  long  run  resalt  in  the  mere  payment  of 
differences. 

In  the  State  of  New  York  the  leading  case  upon  the  sub- 
ject of  wagers  is  Bigelow  vs.  Benedict,'  where  the  instru- 
ment sued  on  was  as  follows : 

"  Attica,  Jan,  23, 1865. 
**  Enow  all  men  by  these  presents,  that  I,  C.  B.  Benedict,  for  and  in 
consideration  of  the  sum  of  $250,  do  agree  to  receive  from  H.  C.  Bige- 
low, at  any  time  within  six  months  from  date  he  may  choose  to  de* 
liver  the  same,  $2,500  in  gold  coin  of  the  United  States,  for  which  I 
agree  to  pay  to  the  said  B.  95  per  cent,  premium  on  the  dollar,  or  at 
the  rate  of  $195  in  good  current  funds  for  each  and  every  $100  of  coi^ 
The  said  B.  does  not  contract  to  deliver  the  coin,  bat  pays  the  $250  for 
the  privilege  of  delivering  or  not,  at  his  option. 

Signed,  "C.  B.  B." 

The  plaintiff  Bigelow  tendered  the  gold  before  the  time 
mentioned  in  the  contract  had  expired,  brought  suit  and  re- 
covered judgment  for  the  difference  between  the  market 
value  in  current  funds  of  gold  at  the  time  of  tender  and 
the  price  specified  in  the  contract,  with  interest.  The  validity 
of  the  contract  was  assailed  on  the  ground  that  it  was  a 

1 66  L.  T.  R.  612.  *  70  N.  Y.  202. 
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wager.  The  appellate  court  held  that  there  was  nothing 
illegal  on  the  face  of  the  contract ;  and  as  no  evidence  had 
been  given  showing  former  dealings  between  the  parties,  or 
any  vicious  intent,  the  judgment  below  was  sustained.  The 
court  was  of  opinion  that  the  circumstances  relied  on  to 
show  that  the  contract  was  a  wager — ^viz.,  first,  that  it  was 
a  contract  for  the  sale  of  gold  ;  and,  second,  that  it  was 
optional  on  the  part  of  the  seller — did  not  authorize  the  in- 
ference that  it  was  illegal.  While  the  court  admitted  that, 
if  the  contract  in  question  was  a  mere  device  to  evade  the 
statute,  it  would  be  illegal,  the  question  was,  did  the  con- 
tract on  its  face  disclose  an  illegal  transaction  ?  The  court 
concluded  that  it  did  not,  and  that  the  defence  of  illegality 
was  not  established,  the  burden  of  proof  resting  upon  the 
defendant  to  establish  the  same.^ 

But  in  a  later  case  in  the  Supreme  Court  of  Wisconsin,' 
it  was  decided  that  to  ^'  uphold  a  contract  in  writing  for  the 
sale  and  delivery  of  grain  at  a  future  day  for  a  price  certain, 
it  must  affirmatively  and  satisfactorily  appear  that  it  was 
made  with  an  actual  view  to  the  delivery  and  receipt  of  the 
grain,  and  not  as  a  cover  for  a  gambling  transaction."  The 
law  upon  this  subject  is  clearly  and  well  stated  in  Kirkpatr- 

^  See  also  Peabody  vs.  Speyers,  56  '  Barnard  vs.  Backhaus,  52  Wis. 

N.  Y.  230;  Cameron  vs.  Durkheim,  593.      This  decision  was  followed 

55  id.  425;  Cook  vs.  Davis,  53  id.  in  Lowry  vs.  Dillman,  59  Wis.  197, 

318;  43  id.  209;  Trebilcock  vs.  Wil-  where  it  was  held  that  the  ques- 

son,  12  Wall.  (U.  S.)  687;  Mcllvaine  tion  whether  a  note  given  by  the 

vs.  Egerton,  2  Robt.  (N.  Y.)  422;  customer  to  the  commission  mer- 

Stanton  vs.  Small,  3  Sandf.  230;  Ty-  chant  was  for  losses  on  "future" 

ler  vs.  Barrows,  6  Robt.  104.    The  dealings  in  barley  without  intent  to 

fact  that  only  a  part  of  the  price  of  deliver,  was  for  the  jury.     Where 

gold  (i.  e.,  a  margin)  is  furnished,  one  of  the  parties  intends  delivery 

does   not    make   the    contract    il-  it    is    not    gambling.      WaU    vs. 

legal.     Wheeless  vs.  Fisk,  28  La.  Schneider,  59  Wis.  352. 
Ann.  732. 
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rick  vs.  Bonsai  V  and  the  views  there  expressed  accord  with 
common-sense  and  the  ordinary  course  of  business  trans- 
actions. As  was  remarked  by  Agnew,  J.,  in  this  case: 
"  We  must  not  confound  gambling,  whether  it  be  in  corpora- 
tion stock  or  merchandise,  with  what  is  commonly  called 
speculation.  Merchants  speculate  upon  the  future  prices  of 
that  in  which  they  deal,  and  buy  and  sell  accordingly.  In 
other  words,  they  think  of  and  weigh — that  is,  speculate  upon 
— the  probabilities  of  the  coming  market,  and  act  upon  this 
lookout  into  the  future  in  their  business  transactions  ;  and 
in  this  they  often  exhibit  high  mental  grasp  and  great 
knowledge  of  business  and  of  the  aflFairs  of  the  world. 
Their  speculations  display  talent  and  forecast,  but  they  act 
upon  their  conclusions,  and  buy  or  sell  in  a  honajide  way." 
And  the  law  does  not  condemn  such  transactions,  providing 
the  intention  really  is  that  the  commodity  shall  be  actually 
delivered  and  received  when  the  time  for  delivery  arrives. 
Consequently  no  legal  objection  exists  to  such  time  contracts, 
which  are  to  be  performed  in  the  future  by  the  actual  de- 
livery of  the  property  by  the  vendor,  and  the  receipt  and 
payment  of  the  price  by  the  vendee,  if  the  contract  is  in 
writing ;  and  it  is  also  true  that  a  contract  for  the  sale  of 
goods  to  be  delivered  at  a  future  day  is  not  invalidated  by 
the  circumstance  that  at  the  time  the  contract  was  made  the 
vendor  has  neither  the  goods  in  his  possession  nor  has 
entered  into  an  agreement  to  buy  them.  A  party  may  go 
into  the  market  and  buy  the  goods  which  he  has  agreed  to 
sell  and  deliver.^ 
It  has  also  been  decided  that  a  purchase  of  grain  at  a  cer- 

*  72   Pa.   St.    155;    Rumsey   vs.       *  Barnard  vs.  Backhaus,  supra. 
Berry,   65   Me.    570;   Gregory   vs. 
Wendell,  39  Mich.  337. 
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tain  price  per  bushel,  made  in  good  faith,  to  be  delivered  in 
the  next  month,  giving  the  seller  until  the  last  day  of  the 
month,  at  his  option,  in  which  to  deliver,  is  not  an  illegal 
or  gambling  contract,  and  that  the  purchaser  would  be  en- 
titled to  its  benefit,  no  matter  what  may  have  been  the 
secret  intention  of  the  seller.^ 

An  interesting  question  arising  on  contracts  for  the  sale 
of  grain,  settled  by  payment  of  differences,  was  passed  on 
by  Judge  Gresham  in  the  United  States  Circuit  Court  for 
Indiana.  It  had  already  been  well  settled  in  previous  cases 
that  a  contract,  which  on  its  face  does  not  show  an  inten- 
tion not  to  deliver,  is  presumed  to  have  been  an  actual  pur- 
chase or  sale,  and,  though  optional,  is  valid  until  the  party 
impeaching  the  contract  shows  an  illegal  intent.  The  ques- 
tion as  to  what  evidence  will  show  the  intent,  and  particu- 
larly whether  the  fact  that  the  contract  was  actually  set- 
tled by  adjustment  of  diflferences,  or  that  there  was  a  usage 
to  do  so,  necessarily  shows  it  to  have  been  illegal,  or  suffices 
to  raise  a  legal  presumption  that  the  intent  to  make  such  a 
settlement  existed  in  the  inception  of  the  contract,  arose  in 
the  case  before  Judge  Gresham,  and  he  ruled  that  such  a 
usage  did  not  necessarily  make  the  contract  void. 

The  testimony  tended  to  show  that  a  general  custom  ob- 
tained among  grain  commission-merchants  in  Baltimore  to 
the  following  effect :  When  one  commission-merchant,  upon 
the  order  of  a  Client,  sells  to  another  commission-merchant 
a  quantity  of  grain  for  future  delivery,  and  where  it  occurs 
that  at  some  other  time  before  the  maturity  of  the  contract 
the  same  commission-merchant  receives  an  order  from  an- 
other Client  to  purchase  the  same  or  a  larger  quantity  of 

*  Pixley  vs.  Boynton,  79  111.  351. 
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the  same  kind  of  grain,  for  the  same  future  deliveiy,  and 
he  eicecutes  this  second  order  by  making  the  purchase  from 
the  same  commission-merchant  to  whom  he  had  made  the 
sale  in  the  other  case — then  in  such  case  the  two  commission- 
merchants  meet  together  and  exchange  or  cancel  the  con- 
tracts as  between  themselves,  adjusting  the  difference  in 
the  prices  between  the  two  contracts,  and  restoring  any 
margins  that  may  have  been  put  up ;  and  from  that  time 
forth  the  first  commission-merchant  holds,  for  the  benefit 
of  the  Client  for  whom  he  sold,  the  order  or  contract  of 
the  purchaser  for  whom  he  bought,  so  that  the  wheat  of 
the  selling  Client  may,  when  delivered,  be  turned  in  on  the 
order  or  contract  of  the  purchasing  Client,  and  the  com- 
mission-merchant is  held  responsible  as  guaranty  to  his  Cli- 
ent. The  evidence  also  tended  to  show  a  custom  obtaining 
among  commission-merchants  in  Baltimore  to  the  further 
effect  that  though  the  second  transaction  may  have  been 
had  with  a  different  commission-merchant  from  the  one 
with  whom  the  first  transaction  was  had,  yet  where  it  can 
be  found  that  a  series  of  contracts  are  in  existence  for  the 
sale  of  like  grain  for  like  delivery,  so  that  the  seller  owes 
the  wheat  to  the  buyer  to  whom  he  sold,  and  he  to  another 
who  owes  like  wheat  for  like  delivery  to  the  first  commission- 
merchant,  then  in  such  case  they  settle  by  what  they  call 
"  a  ring  " — that  is,  they  all  reciprocally  surrender  or  cancel 
their  contracts,  adjust  the  price  differences  between  them- 
selves, and  surrender  all  margins  that  had  been  put  up ; 
that  in  all  such  cases  the  commission-merchant  substitutes 
the  contract  of  another  Client  in  place  of  that  with  the 
commission-merchant  whose  contract  has  been  cancelled 
or  surrendered,  and  that  he  guarantees  to  his  Client  the 
performance  of  the  contract  originally  made  on  his  behalf. 
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The  judge  instructed  the  jury  that  these  customs  were 
founded  in  commercial  convenience ;  that  they  are  not  in 
contravention  of  the  law  ;  and  that  they  were  valid.  He 
also  charged  tbem  that  the  burden  of  showing  that  the 
parties  were  carrying  on  a  wagering  business,  and  were 
not  engaged  in  legitimate  trade  or  speculation,  rests  upon 
the  defendant.  On  their  face  these  transactions  are  legal, 
and  the  law  does  not,  in  the  absence  of  proof,  presume  that 
parties  are  gambling.  A  transaction  which  on  its  face  is 
legitimate  cannot  be  held  void  as  a  wagering  contract  by 
showing  that  one  party  only  so  understood  and  meant  it  to 
be.  The  proof  must  go  farther,  and  show  that  this  misun- 
derstanding was  mutual— that  both  parties  so  understood 
the  transaction.^ 

In  Pennsylvania  the  following  contract  was  sustained : 
"November  10, 1870.  In  consideration  of  $1,000  we  agree 
to  deliver  B.,  should  he  call  for  it  during  the  first  six  months 


'  WUliar  vs.  Irwin,  12  Chic.  Leg.  loss  on  sale.    Fisher  vs.  Fisher,  8 

News,  241,  aff'd  as  to  the  definition  Ind.  App.  665. 

of  a  wagering  contract,  110  U.  S.  If  a  note  is  given  by  grain  Bro- 

507.    See  also,  in  this  connection,  kers  for  profits  made  by  their  cus- 

Gregory  vs.  W^endell,  40  Mich.  432.  tomer  in  gambling  transactions  in 

If  two  persons  have  a  deal  in  futures,  the  latter  cannot  recover  on 

grain  ''futures''  with  the  keeper  of  the  plea  that  the  relation  of  princi- 

a  ''bucket  shop,"  and  one  advances  pal    and   agent   exists.     Nave   vs. 

half  the  sum  required  for  margin,  Wilson,  12  Ind.  App.  38. 

for  which  he  takes  the  borrower's  Mere  knowledge  on  the  part  of 

note,  he  cannot  recover  the  amount  one  loaning  money    that  the  bor- 

of  such  note.     Davis  vs.  Davis,  119  rower  intends  to  gamble  in  grain 

Ind.  511.  futures  in  Chicago,  when  the  lender 

If,    however,   delivery    was    in-  is  not  a  party  to  such  transactions, 

tended,  and  warehouse  receipts  are  will  not  defeat  a  recovery,  Jackson 

actually  delivered  by  the  Brokers  to  vs.   Bank,  125  Ind.  347,  but  it  is 

the  principals,  one  of  the  latter  may  otherwise  if  he  is  interested  in  such 

recover  the  amount  of  a  note  given  transactions.     Plank   vs.   Jackson, 

by  the  other,  being  his  moiety  of  a  128  Ind.  424. 
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of  1871,  5,000  barrels  of  oil.  If  said  oil  is  called  for,  this 
call  becomes  a  contract ;  ten  days'  notice  shall  be  given  ; 
and  B.  agrees  to  receive  and  pay  fcH*  the  same,  cash  on  de- 
livery, at  10^  cents  a  gallon."  This  contract  was  attacked 
as  a  gambling  transaction ;  but  the  court,  upon  reasoning 
similar  to  that  used  by  the  courts  of  New  York  in  Bigelow 
vs.  Benedict,^  held  that  this  did  not  appear  from  the  face  of 
the  instrument ;  but  that  it  was  for  the  jury  to  say  whether, 
in  view  of  all  the  facts,  it  was  a  mere  scheme  to  gamble 
upon  the  chance  of  prices.'  In  fine,  in  the  language  of  Lord 
Coke :  ^^  It  is  a  general  rule  that  whensoever  the  words  of  a 
deed,  or  of  the  parties  without  deed,  may  leave  a  double 
intendment,  and  the  one  standeth  with  law  and  rights  and 

^  Ante,  p.  542.  When  the  parties  are  sui  juris, 
'  Kirkpatrick  vs.  BoosaU,  72  Pa.  money  given  to  invest  in  stock 
St.  155.  gambling  is  not  recoverable.  lb. 
A  note  given  by  one  partner  to  When  the  transactions  in  stocks 
another  in  dealings  in  oil,  on  margins,  are  large,  but  the  amount  of  money 
where  no  delivery  was  had,  is  not  advanced,  small,  the  inference  is 
recoverable.  Hall  vs.  Law,  1  Pa.  that  the  dealings  were  upon  a  wager, 
C.  C.  R.  477;  McGrew  vs.  Mc-  and  one  principal  cannot  recover 
Gregor,  4  Penny.  100.  If  one  of  from  another,  even  though  there 
two  principals  should  die,  a  claim  was  an  account  started,  and  a  prom- 
by  the  other  arising  out  of  a  stock  ise  to  pay.  Patterson's  Appeal,  13 
gambling  transaction  is  not  en-  W.  N.  C.  154.  A  judgment  given 
forceable  against  the  former's  estate,  by  one  principal  to  another,  to  cover 
Thompson's  Est.,  11  W.  X.  C.  371.  his  share  of  the  losses  in  dealing  in 
When,  however,  one  actually  buys,  stocks  on  margin,  is  not  recover- 
through  a  Broker,  stock  for  another,  able.  CoUings  vs.  Nevin,  30  P.  L. 
at  the  latter 's  request,  and  holds  it  J.  238. 

till  the  purchase  money  is  paid  by  See  Waugh  vs.  Beck,  114  Pa.  St. 

his  co-principal,  he  can  recover  from  422;  6  Atl.  Rep.  923  (one  who  lends 

the  latter  the  loss  occasioned  by  a  money  and  takes  a  note  therefor  to 

sale  of  the  stock  when  it  is  not  takeri  further  a  wagering  transaction  may 

up    by    the    borrower.     Potts    vs.  recover,     even    although    he    has 

Dunlop,  110  Pa.  St.  177.     If  the  knowledge  that  it  is  to  be  so  used, 

stocks  are  delivered,  the  transac-  provided  he  does  not  confederate 

tion  is  not  a  gambling  one.     Stew-  with  the  borrower  as  to  the  use  of 

art  vs.  Pamell,   147  Pa.  St.  323.  the  money  advanced). 
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the  other  is  wrongfal  and  against  law,  the  intendment  that 
standeth  with  the  law  shall  be  taken."  ^ 

In  Wakefield  vs.  Farnura  ^  it  was  held  that  there  was 
evidence  that  defendants,  Brokers  in  Boston,  dealt  with 
their  customer  residing  in  Massachusetts  as  principal,  in 
wheat  transactions  which  were  held  by  the  court  below  to 
be  gambling  ones  by  the  common-law  of  Massachusetts,  al- 
though they  carried  out  their  contracts  through  Chicago 
Brokers,  and  therefore  the  contract  was  made  in  Boston  be- 
tween the  customer  and  the  Boston  Brokers  and  not  between 
the  Chicago  Brokers  and  the  unknown  persons  with  whom 
they  dealt,  and  it  was  not  necessary  to  show  that  the  con- 
tract was  a  wagering  one  in  Chicago.  In  this  case  the  Bos- 
ton Brokers  had  furnished  an  account  showing  a  balance 
due  their  Client,  and  it  was  held  that  the  latter  could  not 
recover  such  balance.  And  in  Northrup  vs.  Buffington  ■  it 
was  held  that  a  customer  could  not  recover  margins  and 
profits  on  stock  transactions  from  Boston  Stock-brokers, 
although  the  latter  were  doing  a  commission  business  for 
New  York  Brokers,  through  whom  the  transactions  were 
effected,  the  contracts  having  been  found  to  bo  gambling 
ones.  When  one  employs  a  Stock-broker  to  sell  shares,  and 
the  shares  are  sold  by  the  Broker,  the  contract  is  not  a  wag- 
ering one  unless  both  seller  and  buyer  understood  that 
there  was  to  be  no  delivery  of  the  shares.* 

A  contract  for  the  deliverv  of  cotton,  not  then  in  exist- 
ence,  to  be  received  in  payment  of  fertilizers  and  sup- 
plies, is  illegal  in  Georgia.'    One  who  deals  in  cotton  "  fu- 

*  Co.  Lit.  42,  188;  but  compare  ■  171  Mass.  468. 

Matter  of  Chandler,  13  Am.  Law  *  Barnes   vb.   Smith,    159   Mass. 

Beg.  (n.  8.)  310.  544. 

'  170  Mass.  422.  *  Inman  vs.  Swifte,  89  Ga.  376. 


550  Stoek-brokers  and  Stock  Exchanges. 

tures  "  during  the  day,  and  buys  or  sells  during  the  night 
to  cover  himself,  is  a  principal  and  not  an  agent,  and  can- 
not recover.* 

A  note  given  by  customers  to  Brokers,  to  cover  margins 
in  futures,  cannot  be  recovered  by  an  endorsee,  when  the 
transactions  are  gambling  ones.' 

When  two  principals  jointly  made  purchases  of  wheat 
through  commission  merchants,  one  is  entitled  to  recover 
from  the  other,  a  moiety  of  the  losses  on  the  transactions, 
and  commissions  paid  to  the  Broker,  when,  although  there 
might  be  a  suspicion  that  the  parties  through  whom  the 
plaintiff  principal  dealt,  through  his  Brokers,  were  dealers 
in  "  options,"  yet  it  was  not  so  pleaded  or  proved,  and  the 
court  would  not  presume  the  contract  to  be  illegal.'  But 
where  the  intention  of  both  parties  clearly  was  to  settle  by 
differences  only,  and  not  to  deliver  the  commodities  (hogs), 
although  actually  in  possession  of  one  of  the  parties  at  the 
time,  the  transaction  is  a  pure  wagering  one.*  When  in  a 
contract  for  the  sale  of  corn,  the  plaintiff  vendee  contem- 
plated actual  delivery  to  him,  but  the  defendant  merely  in- 
tended to  speculate  on  differences  without  delivery,  the  con- 
tract is  not  a  wagering  one,  and  the  fact  that  plaintiff  knew 
that  defendant  intended  to  gamble,  does  not  make  such 
intention,  the  intention  of  both  parties,  so  as  to  render  the 
contract  one  of  a  gambling  character.**  If  the  buyer  of  com 
for  future  delivery  intends  actual  delivery,  and  the  seller 
intends  to  deliver  the  corn  if  he  can  obtain  it  at  a  profit^ 


*  Thompson   vs.    Cummings,    68       '  Cockrell  vs.  Thompson,  86  Mo. 
Ga.  124.  510. 

'  First  National  Bank  vs.  Oska^       *  Johnson  vs.  Kaune,  21  Mo.  App. 
loosa  Packing  Co.,  66  Iowa,  41.       22. 

Uones  vs.  Shale,  34  Mo.  302. 
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otherwise  to  pay  the  difference  in  money,  the  contract  is 
not  a  gambling  one  under  the  statute  as  to  ^^  futures."  ^ 

It  was  held  in  Texas,  in  the  case  of  Cleveland  vs. 
Heidenbeimer,^  that  where  a  contract  for  future  delivery 
of  bacon  was  doubtful,  a  request  by  the  vendee  to  have  the 
goods  delivered  on  delivery  day,  and  an  attempt  by  the 
vendor  to  deliver  them,  validates  it. 

(d,)  Aetions  by  Brokers  for  Money  Laid  Outj  ete,^  and  Cknnr 

missions  in  Stock  Transactions. 

We  propose  to  consider  separately  those  cases  in  which 
the  defence  of  "  wager  "  has  been  set  up  in  actions  brought 
by  Stock-brokers  to  recover  for  money  laid  out  in  stock 
transactions  at  the  request  and  for  the  use  of  the  Client, 
together  with  commissions  due  him  for  services  in  such 
dealings,  again  calling  attention  to  the  distinction  drawn 
by  the  decisions  between  this  class  of  cases  and  those  in 
which  the  contest  is  between  the  direct  parties  to  the  con- 
tract. 

In  the  outset  it  will  be  noticed  that  the  statute  of  Victo- 
ria does  not  render  wagering  contracts  themselves  "ille- 
gal," but  declares  that  they  shall  be  "  null  and  void,"  and 
that  no  suit  shall  be  maintained  upon  them.  In  this  re- 
spect it  differs  from  the  Stock-jobbing  Act  of  Sir  John 
Barnard,  by  which  similar  contracts  were  prohibited  un- 
der a  penalty.  Accordingly,  no  claim  arising  out  of  such 
contracts  could  be  enforced  at  law  because  of  its  illegality. 
The  distinction  between  the  two  acts  is  forcibly  illustrated 
in  actions  by  Brokers  for  commissions.    As  we  have  seen 

»  Deierling  vs.  Sloop,  69  Mo.  App.       » 44  S.  W.  Rep.  551. 
446. 
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under  "  Sir  John  Barnard's  Act,"  a  Broker  could  not  re- 
cover as  against  bis  principal  for  commissions,  or  for  money 
laid  out  for  him,  in  transactions  in  the  nature  of  gaming, 
because  the  Broker  could  not  establish  his  rights  except 
by  showing  that  he  had  done  something  forbidden  under  a 
penalty,  and  consequently  illegal.^  Yet,  under  the  act  of 
8  and  9  Victoria,  the  contracts  being  voidable  only,*  a 
Broker  could  recover,'  even  if  he  knew  that  the  contract 
entered  into  was  void  under  the  statute ; '  for  if  one  per- 
son requests  another  to  pay  any  loss  that  may  occur  in 
such  a  transaction,  there  is  a  continuing  request  to  pay  un- 
til revoked.^  In  fine,  the  law  as  to  gaming  contracts  is, 
that  all  such  contracts  are  simply  null  and  void.  They 
are  not,  therefore,  illegal,  and  the  parties  making  them  are 
not  liable  to  any  actions  or  penalties. 

These  distinctions  w^ere  very  forcibly  noticed  in  Bose- 
warne  vs.  Billing,  where  all  of  the  decisions  were  referred 
to.     In  that  case,  Erie,  C.  J.,  said  :  "  I  am  clearly  of  opin- 

^  Ante,  p.  483;  see  also  Wells  the  Canadian  Civil  Code  being  simi' 
vs.  Porter,  2  Bing.  (N.  C.)  722.       lar  to  the  English  statute). 

' Higginson  vs.  Simpson,  L.  R.  2  'Id.  See  also  Oldham  vs.  Rama- 
C.  P.  D.  76.  den,  44  L.  J.  C.  P.  309;  Bubb  vs. 

•  See  cases  ante,  p.  483;  also  Yelverton,  24  L.  T.  822;  Higginson 
Jessopp  vs.  Lutwyche,  10  Ex.  vs.  Simpson,  L.  R.  2  C.  P.  D.  76; 
614;  Knight  vs.  Chambers,  15  C.  Beeston  vs.  Beeston,  L.  R.  1  Ex. 
B.  562;  Knight  vs.  Fitch,  id.  666;  Div.  13;  Ex  parte  Pyke,  In  re  Lus- 
3  C.  L.  R.  567;  I  Jur.  (n.  s.)  526;  ter,  L.  R.  8  Ch.  Div.  764.  A  jobber 
24  L.  J.  C.  P.  122;  Bubb  vs.  may  recover  on  notes  given  by  one 
Yelverton,  24  L.  T.  (n.  s.)  to  an  outside  Broker  employed  by 
822.  him  to  conduct  dealings  in  stocks 

*  Rosewame  vs.  Billing,  15  C.  B.  and  shares,  which  were  known  by 
(n.  s.)  316;  Ex  parte  Rogers,  15  the  jobber  to  be  gambling  transao- 
Ch.  Div.  207;  Read  vs  Anderson,  13  tions,  and  which  were  endorsed 
Q.  B.  D.  779  (as  to  betting  agents) ;  over  by  the  Broker  to  the  jobber  for 
Forget  vs.  Osticjney,  (1895)  A.  C.  valuable  consideration.  Lilly  V8. 
818  (as  to  Canadian  Stock-brokers,   Rankin,  56  L.  J.  Q.  B.  248. 
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ion  that  if  a  man  loses  a  wager,  and  gets  another  to  pay 
the  money  for  him,  an  action  lies  for  the  recovery  of  the 
money  so  paid."  ^  And  the  court  held  that  the  fact  that 
the  Broker  made  the  contracts  for  the  payment  of  diflfer- 
ences  in  his  own  name,  according  to  the  usage  of  Brokers, 
but  for  the  account  of  his  principal,  made  no  difference*  in 
the  result.  Of  coarse,  these  views  are  sabject  to  modifica- 
tion and  change  where  the  language  of  a  statute  is  not  in 
substantial  accord  with  that  of  Victoria,  heretofore  cited  ; 
for  such  terms  may  undoubtedly  be  used  by  the  legislature 
as  would  prevent  any  recovery  upon  wagering  contracts 
either  directly  or  indirectly.^ 

In  the  case  of  Cooper  vs.  Neil  *  it  appeared  that  the  de- 
fendant employed  one  B.,  a  Broker,  to  enter  into  contracts 
upon  the  Stock  Exchange  for  the  purchase  of  shares.  B. 
knew  the  defendant  did  not  intend  to  accept  the  shares, 
but  only  to  receive  or  pay  "  differences  "  according  to  the 
rise  or  fall  in  the  market  price  of  the  shares.  B.  entered 
into  contracts  vnth  Jobbers  for  the  purchase  of  shares,  in 
pursuance  of  the  defendant's  instructions,  and,  according  to 
tlie  rules  of  the  Stock  Exchange,  became  personally  liable 
on  the  contracts.  He  was  afterwards  declared  insolvent, 
and  the  plaintiff,  as  his  trustee,  sued  upon  an  implied  con- 
tract of  indemnity  against  the  claims  of  the  Jobbers.  At 
the  trial  the  jury  found  that  the  contracts  with  the  Job- 
bers were  mere  time  bargains,  and  judgment  was  given 
for  the  defendant.  The  court,  upon  appeal,  however,  held 
that  the  verdict  was  unsatisfactorv,  and  a  new  trial  was  di- 
rected ;  and,  in  giving  its  opinion,  the  court  foreishadowed 

*  But  see  Hare,  P.   J.,  contra,       *  See  as  to  the  effect  of  the  Gam- 
in Fareira  vs.   Gabell,  89  Pa.  St.   ing  Act,  1892,  post,  p.  555. 
89.  « 13  Week.  Notes,  128. 
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the  result  reached  in  Thacker  vs.  Hardy  ^  by  laying  down 
the  proposition  that  if  the  defendant  employed  B.  to  make 
contracts  upon  the  Stock  Exchange  with  the  Jobbers,  ac- 
cording to  the  rules  of  the  latter  body,  and  therefore  con- 
tracts that  were  real  so  far  as  the  Jobbers  were  concerned, 
but  that  B.  undertook  with  the  defendant  that  he  would  so 
manage,  or  endeavor  to  manage,  the  contracts  with  the 
Jobbers  that  the  defendant  would  never  be  called  upon  to 
pay  or  receive  more  than  differences  if  B.  succeeded,  the 
implication  was  that  there  was  an  implied  contract  that 
if  B.  incurred  liabilities  without  his  own  fault  the  defend- 
ant would  indemnify  him,* 

But  where  the  agreement  was  that  the  Broker  should,  at 
the  Client's  direction,  buy  shares  and  sell  them,  the  profits 
to  belong  to  the  Client — the  Broker  being  personally  liable 
to  him  for  these  profits — and  the  losses  to  be  borne  by  the 
Client,  the  Broker  personally,  and  not  by  way  of  indemnity, 
receiving  those  losses — held,  a  wagering  contract  within  the 
statute."  The  fact  that  the  Brokers  are  in  either  case  to 
receive  their  commissions  and  charges  does  not  alter  the 
result.* 

The  court,  however,  laid  stress  upon  the  want  of  averment 
by  the  Brokers  that  the  latter,  in  making  for  the  defendant 
a  contract  of  purchase  and  sale,  contracted  any  liabilities 
themselves  to  the  vendor  and  vendee,  or  that  they  paid  any 
money  to  the  vendor  or  received  any  money  from  the 
vendee. 

»  Post.  •  Byere  vs.  Beattie,  16  W.  R.  279; 

'  See  also,  as  explaining  and  dl»-  2  Ir.  R.  C.  L.  220. 

tinguishing  this  case,  Thacker  vs.  ^  Id.     It  was  also  held  that  this 

Hardy,  L.  R.  4  Q.  B.  D.  685;  and  see  invalidity  might  be  taken  advan- 

also  L3me  vs.  Siesfield,  1  H.  &  N.  tage  of  by  demurrer  without  any 

278.  special  plea. 
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In  Eeggio  vs.  Stevens  &  Co.,^  which  was  an  action  by  a 
principal  to  recover  winnings,  and  a  sum  deposited  as  cover, 
the  defendant,  an  outside  Broker,  pleaded  that  the  transac- 
tions were  gambling  ones  under  the  act  of  1845,  and  the 
court  upheld  this  plea  so  far  as  regarded  the  winnings,  on 
the  ground  that  neither  party  intended  to  take  up  the  stock, 
but  held  plaintiff  entitled  to  the  "  cover."  The  evidence 
indicated  that  the  plaintiff  might  have  the  right  to  call  for 
delivery,  but  this  question  was  not  considered  by  the  court, 
as  it  appeared  that  he  had  no  intention  of  taking  up  the 
stock. 

So  in  Ee  Green  ^  it  was  held  that  "  contracts  of  sale  which 
do  not  contemplate  the  actual  hona  fide  delivery  of  the 
property  by  the  seller,  nor  payment  by  the  buyer,  but  are 
intended  to  be  settled  by  paying  the  difference  in  price  at 
some  future  time,  are  void  under  the  Wisconsin  statute 
against  gaming  contracts."  And  this  rule  was  applied  to  a 
Broker  who  had  advanced  the  differences  on  such  a  contract 
for  a  bankrupt.  It  was  decided  he  could  not  prove  his 
claim  for  the  amount  so  advanced.  In  that  case  the  court, 
in  rendering  its  opinion,  said :  '^  But,  plain  as  it  appears,  the 
case  of  Rosewame  vs.  Billing,  cited  by  the  claimant's  coun- 
sel, s^ms  to  sanction  a  different  doctrine.  But  I  do  not 
think  that  case  can  be  regarded  as  the  law  upon  this  point 
in  England.  There  are  cases  in  conflict  with  it,  so  I  think 
it  may  be  safely  asserted  that  the  weight  of  English  author- 
ities is  with  Steers  vs.  Lashley."  ^ 

But,  as  we  shall  see,  the  case  of  Bosewame  vs.  Billing 
has  been  directly  endorsed  by  the  English  courts. 

In  1892  the  gaming  act^  was  passed  as  a  result  of  the  de- 

'4  T.  L.  R.  326.  » 6 Term R.  61. 

•  16  Nat.  Bank.  Reg.  108.  *  56  &  66  Vict,  t,  9. 
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cision  in  the  betting  case  of  Bead  vs.  Anderson^  which  held 
that  a  betting  agent  might  recover  from  his  principal  the 
amount  of  a  bet  paid  by  him  on  behalf  of  his  principal,  al- 
though if  the  bet  had  not  been  paid,  the  winner  could  not, 
under  the  provisions  of  the  act  of  1845,  recover  it.  It  pro- 
vided that  promises  to  repay  sums  paid  under  contracts 
void  by  8  and  9  Vict.  c.  109,  should  be  null  and  void.  There 
have  been  no  decisions  under  this  statute,  as  to  transactions 
on  the  Stock  Exchange,  or  between  Stock-brokers  and  their 
principals,  although  there  have  been  several  decisions  as  to 
betting  and  wagering  generally,  from  which  it  would  seem 
that  a  Broker  cannot  now  recover  unless  he  was  ignorant 
of  the  fact  that  the  transactions  were  gambling  ones,  or  un- 
less the  law  of  estoppel  aids  him.^ 

Mr.  G.  Herbert  Stutfield,  in  his  works  on  "  Betting,  Time- 
Bargains  and  Gaming,"  and  ^^Bules  and  Usages  of  the 
Stock  Exchange,"  is  of  opinion  that  the  act  of  1893  does 
not  affect  the  relations  between  Stock-broker  and  Client,  as 
transactions  in  the  Stock  Exchange  are  never  ^^  difference 
bargains"  or  wager  contracts,  although  "bucket  shop" 
transactions  might  be  otherwise.  In  a  footnote  to  Chitty's 
English  Statutes,  vol.  4,  p.  57,  the  editor,  Mr.  Lely,  is  also 
of  opinion  that  this  statute  does  not  make  Stock  Exchange 
speculative  transactions  void  even  as  between  Broker  and 
principal,  as  ordinarily  conducted.  Although  an  agent  can- 
not, under  the  act,  recover,  a  principal  may  recover  bets 
paid  to  the  agent.^ 

Pennsylvania  presents  a  number  of  decisions  in  which  the 

» 13  Q.  B.  D.  779.  (1895)  1  Q.  B.  D.  698;  Btirge  vs. 

» Tatem  vs.  Reeve,  (1893)  1  Q.  B.  Ashley,  (1900)  1  Q.  B.  754. 

44;  Carney  vs.  Plimmer,  (1897)  1  Q.  •  De  Mattos  vs.  Benjamin,  70  L. 

B.  635;  Saffrey  vs.  Mayer,  (1901)  1  T.  560.     See  also  Coldridge  "Law 

K.  B.  11;  O'Sulfivan  vs.  Thomas,  of  Gambling,"  chapters  IX  and  X 
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defence  of  "  wager "  was  interposed  to  actions  by  Stock- 
brokers, and  the  highest  tribunal  in  that  State  has  laid 
down  the  doctrine  in  favor  of  sustaining  the  defence,  with 
such  manifest  rigidity  and  so  inconsistently  with  the  lead- 
ing decisions  of  England  and  the  States  of  the  Union  as  to 
draw  forth  sharp  criticisms  both  from  the  bench  and  the 
bar  of  its  own  State.^ 

The  first  case  which  we  deem  it  necessary  to  notice  is 
Brua's  Appeal.^  In  that  case  one  K.  made  a  contract  in 
writing  with  one  H ,  as  follows :  "  I  have  this  day  sold  and 
agreed  to  deliver  to  J.  S.  II.,  or  to  his  order,  twenty-five 
days  from  this  date,  two  hundred  shares  Harlem  Railroad 
common  stock,  at  the  rate  of  sixty  dollars  per  share  ; "  and 
at  the  same  time  delivered  his  promissory  note  for  $1,000, 
as  margin  on  the  contract,  it  being  a  '^  short  sale ; "  and 
subsequently,  as  the  stock  rose  in  price,  delivered  to  II. 
other  notes  as  additional  margin.  K.  having  made  an  as- 
signment, these  notes  were  proved  as  claims  against  his 
estate,  and  were  allowed  by  the  auditors.  Upon  appeal  the 
Supreme  Court  reversed  this  judgment,  upon  the  ground 
that  as  the  auditors  had  found  as  a  fact  that  ^'  the  notes  were 
a  component  part  of  a  stock-gambling  transaction,  in  which 
K.,  in  effect,  betted  that  in  twenty-five  days  Harlem  stock 
would  sell  at  less  than  $60,"  such  finding  was  conclusive 
upon  the  court,  and  it  necessarily  followed  that,  being  a 
"  gambling  contract,  it  could  not  be  enforced ;  and  that  the 
holder  of  the  promissory  notes,  having  known  this,  and  hav- 
ing taken  them  after  they  were  due,  it  was  established  that 

*  See  article  of  Mr.  Justice  Briggs,  this  question  is  unique,   and  op- 

38  Leg.  Int.   (Pa.)   116;' Lewis  on  posed  to  all  authorities."    See  also 

Stocks,  etc.,  109,  where  it  is  said,  Biddle  on  Stock-brokers,  115. 

"The  law  of   Pennsylvania   upon  »55  Pa.  St.  294. 
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there  was  no  legal  consideration  for  them,  and  that  the 
holder  was  not  in  a  position  to  escape  the  taint  that  renders 
them  worthless."  This  is  the  whole  of  that  case,  and  it 
will  be  observed  that  it  was  not  one  which  occurred  through 
the  instrumentality  of  Stock-Brokers,  but  was  a  transaction 
between  the  parties  themselves ;  and  the  appellate  court 
found,  in  addition  to  the  facts  stated,  that  ^Hhe  actual 
transfer  of  stock  between  these  parties  was  not  contem- 
plated by  them." 

The  court  did  not  decide  that  "  short  sales  "  were  illegal, 
but  it  used  this  language :  ^'  It  is  said  the  form  in  which 
this  contract  appears  enters  largely  into  the  business  of 
stock-brokerage.  This  is  a  mistake  ;  the  honajide  purchase 
of  stocks,  no  doubt,  can  be  conducted  in  a  legitimate  way, 
and  is  so,  generally,  without  trenching  in  the  least  on  the 
gambler's  province." 

In  fact,  in  the  next  case  upon  the  subject  which  is  re- 
ported in  that  State,  Smith  vs.  Bouvier,^  a  "  short  sale  "  was 
distinctly  upheld.  In  that  case  one  K.,  not  owning  stock, 
employed  Brokers  to  sell  stock  for  him  at  a  named  price,  to 
be  delivered  on  a  particular  day.  The  Brokers  sold  as  or- 
dered, and,  as  is  customary,  borrowed  the  stocks  for  deliv- 
ery ;  the  stock  appreciating  in  price,  the  Brokers  bought 
the  same  "  in,"  and  commenced  an  action  for  money  laid 
out  and  expended.  The  main  contention  in  the  case  was 
whether  or  not  the  transaction  was  a  gambling  one,  and 
would  for  that  reason  prevent  the  Brokers  recovering  money 
advanced  and  commissions  earned.  The  court  below  sub- 
mitted to  the  jury  the  question,  whether  the  transaction 
was  one  in  which  the  parties  agreed  that  mere  differences 

» 70  Pa.  St.  325. 
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were  to  be  paid,  or  a  real  transaction ;  and  the  jury  found 
for  the  plaintiff. 

Upon  appeal,  the  defendant  contended  ^'  that  the  jury 
should  have  been  instructed  that  all  purchases  of  stocks, 
with  a  view  to  resell  and  make  profit  on  their  rise,  or 
contracts  to  furnish  stocks  on  time,  should  be  declared  gam- 
bling transactions  and  illegal,  not  only  between  buyer  and 
seller,  but  as  to  Brokers  and  agents  through  whom  the 
sales  or  purchases  had  been  made."  Commenting  upon  this 
argument,  the  learned  court  said:  ^^This  would  make  a 
great  inroad  into  what  has,  for  an  indefinite  period,  been 
regarded  as  a  legitimate  business,  and  would  either  destroy 
it  altogether,  or,  if  continued,  put  the  Brokers  at  the  mercy 
of  those  for  whom  they  transact  such  business.  Let  it  be 
understood  that  a  Broker  has  no  power  to  recover  either 
for  advances  or  commissions,  however  honestly  he  may 
have  dealt,  and  there  will  be  found  enough  persons  whose 
easy  consciences  would  throw  their  losses  upon  the  shoulders 
of  those  who  advanced  the  money  and  earned  commissions 
in  their  service.  It  would  be  a  very  palpable  wrong  to 
the  Brokers,  who  are  licensed  to  do  such  business,  if  such 
were  held  to  be  the  law.  To  this  extent  Brua's  Appeal^ 
never  was  intended  to  go."  In  conclusion,  the  court  said : 
'^  Whether  the  transactions  embraced  in  this  case  were 
bona  fde^  or  were  merely  in  a  form  to  cover  gambling 
transactions,  after  a  full  explanation,  was  left  to  the 
jury." 

It  will  be  observed  that  the  above  was  a  clear  case  of 
speculating  on  "  margins,"  which  the  courts,  in  the  opinions 
hereafter  referred  to,  regarded  as  so  obnoxious ;  and  that 

'Ante,  p.  557. 
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upon  a  "  margin  "  capital  of  $10,000  the  Client  sold  2,000 
shares  of  stock  ^^  short,"  of  the  market  value  of  $334,000. 

Then  follows  the  case  of  Maxton  vs.  Gheen.^  That  was 
an  action  of  assumpsit,  brought  by  Stock-brokers  against 
their  Client  to  recover  a  balance  of  account  arising  from 
transactions  in  stocks.  The  defence  was  that  the  indebt- 
edness arose  out  of  gambling  in  stocks.  It  appeared  that 
the  transactions  were  '^  short "  sales  of  stock  ;  but  the 
Brokers,  in  the  first  instance,  had  no  knowledge  that  the 
defendant  did  not  have  the  stock,  although  after  the  second 
sale  they  knew  he  was  selling  '^  short."  It  also  distinctly 
appeared  that  the  stocks  were  sold  for  account  of  defend- 
ant on  "  margin ; "  the  Brokers  testifying  "  that  when 
they  sold  stock  short  they  required  from  two  to  ten  dollars 
per  share  on  margin,  unless  the  party  left  the  stock  with 
them."  The  plaintiflFs  had  a  verdict,  which  was  aflKrmed  by 
the  appellate  court,  Agnew,  C.  J.,  delivering  the  opinion, 
and  holding  that  the  facts  did  not  disclose  '^  a  transaction 
in  stocks  by  way  of  margin,  settlement  of  differences  and  , 
payment  of  the  gain  or  loss,  without  any  intention  to  de- 
liver the  stocks." 

The  next  case  to  which  we  will  refer  is  Fareira  vs. 
Gabell.^  That  was  an  action  on  certain  promissory  notes 
made  to  plaintiff,  a  Stock-broker,  some  of  the  notes  being 
given  as  '^  margins  on  stock  contracts,"  and  the  others  for  an 
indebtedness  arising  out  of  losses  in  stock  transactions. 
The  defence  was  that  the  transactions  were  "  wagers." 
The  facts  of  this  case  are  very  meagrely  reported ;  but  it 
seems  that  the  defendant  proved  that  the  contracts  made 
through  the  agency  of  plaintiff  were  simply  wagering  con- 

» 75  Pa.  St.  166.  » 89  Pa.  St.  89. 
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tracts.  The  learned  trial  judge  very  fairl}'^  submitted  the 
question  to  the  jury  whether  the  trausactions  were  gam- 
bling ones ;  but  he  illustrated  the  general  rule  of  the  law  by 
stating  a  suppositious  case  between  two  persona  dealing  di- 
rectly together  in  wheats  without  any  intention,  on  the  one 
hand,  to  deliver,  or,  on  the  other  hand,  to  receive.  But 
that  illustration  is  entirely  ineffective  in  presenting  a  con- 
tract in  which  a  Stock-broker,  acting  for  a  commission^ 
makes  transactions  for  his  Client  upon  a  Stock  Exchange 
with  thi/rd  persons^  actually  advancing  money,  and  actually 
receiving,  in  some  form,  the  securities.  However,  the 
question  of  wager  or  no  wager  was  submitted  to  the  jury, 
and  a  verdict  was  found  for  the  defendant.  Upon  appeal 
to  the  Supreme  Court  this  conclusion  was  affirmed  without 
any  opinion,  the  court  merely  referring  to  Brua's  Appeal 
and  Smith  vs.  Bouvier  as  entirely  sustaining  the  judge^s 
charge. 

As  we  have  said,  the  facts  of  this  case  are  reported  so 
sparsely  as  to  deprive  us  of  the  power  of  criticising  the  re- 
sults reached  by  the  jury  ;  but  as  the  case  stands,  in  view 
of  the  fact  that  the  question  was  fairly  submitted  to  the  jury, 
their  decision  would  seem  to  be  conclusive.  But  the  next 
case — North  vs.  Philipps  ^  — which  is  reported  in  the  same 
book  as  the  preceding  case  and  was  decided  at  the  same 
term,  is  utterly  irreconcilable  with  the  previous  decisions  of 
the  courts  of  that  State.  In  that  case  the  defendants,  Stock- 
brokers, purchased  certain  stock  for  account  of  the  plaintiff 
on  *'  margin,"  the  contract  being  that  plaintiff  should  con- 
stantly keep  with  the  Brokers  ten  per  cent  of  the  par  value 
of  the  stock.    The  stock  declining,  defendants  requested 

» 89  Pa.  St.  250. 
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additional  margins,  and  upon  failure  to  accede  to  the  de- 
mand, the  stocks  were  sold.  The  plaintiff  thereupon  brought 
an  action  of  assumpsit  against  the  Brokers  to  recover  dam- 
ages, upon  the  erroneous  theory  that  there  had  been  a  pur- 
chase and  sale  of*  the  stock  between  the  plahvtiff  and  de- 
fendants;  and  recovered  a  verdict  based  upon  the  differ- 
ence between  the  value  of  the  stock  on  the  day  it  was  sold, 
and  the  highest  vahie  it  had  reached  down  to  the  day  of  the 
trial.  Upon  appeal  to  the  Supreme  Court,  the  doctrine  of 
the  court  below  upon  the  question  of  damage  was  repu- 
diated ;  and  the  appellate  court  did  not  notice  the /brm  of 
the  actionj  but  (through  Mr.  Justice  Gordon)  mainly  occu- 
pied itself  in  examining  the  character  of  the  contract  between 
the  parties,  and  adjudged  it  to  be  a  mere  gambling  transac- 
tion. The  court  held  that  the  stock,  although  purchased 
by  the  Brokers  at  the  request  and  for  the  account  of  the 
Client,  was  not  his  property,  but  that  it  belonged  to  the 
Brokers ;  and  in  face  of  the  fact  that  the  plaintiff  had  testi- 
fied that  he  expected  to  pay  for  the  same  and  take  it  up, 
and  ignoring  the  jx>werful  circumstance  that  the  jury  had 
passed  upon  the  transaction  and  decided  in  favor  of  its  valid- 
ity— ^the  reasoning  of  the  learned  court  being  that  the  dis- 
parity between  the  Client's  wealth  and  the  amount  of  the 
purchase-money  required  to  purchase  the  stock  proved  con- 
clusively that  the  contract  was  a  mere  gambling  devise. 
The  learned  court  paid  no  attention  whatever  to  the  finding 
of  the  jury.  "We  shall  reserve  our  criticism  upon  this  case 
until  we  have  examined  the  other  cases,  merely  observing 
that  the  form  of  the  action  would  have  more  properly 
been  ex  delicto  in  trover  for  the  conversion  of  the  Client's 
stocks  by  an  untimely  and  illegal  sale  of  the  same  by  the 
Broker, 
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In  Gheen  vs.  Johnson^  the  court,  through  the  same  learned 
judge,  went  out  of  its  way  to  assert  the  same  doctrine  as 
that  contained  in  the  preceding  case,  and  was  only  pre- 
vented from  applying  it  by  the  fact  that  the  record  did  not 
raise  the  legality  of  the  contracts.  But  the  principle  estab- 
lished in  Fareira  vs.  Gabell  was  most  vigorously  upturned 
in  the  subsequent  cases  of  Buchizky  vs.  De  Haven  ^  and 
Smith  vs.  Thomas.*  In  Kuchizky  vs.  De  Haven^  the  court 
held  that  money  received  by  a  Stock-broker  from  a  minor 
to  carry  on  transactions  in  stocks  may  be  recovered  back 
from  the  Broker,  such  a  contract  being  void  ah  initio.  In 
reversing  the  opinion  of  the  court  below,*  Mr.  Justice  Gor- 
don said :  "  When,  under  the  case  stated,  the  court  below  as- 
sumed that  the  defendant  must  be  regarded  as  the  agents 
of  R.  [the  infant],  ...  it  committed  an  error.  The  par- 
ties were  not  dealing  in  stocks,  but  in  margins,  and  B.  knew 
no  principals  but  De  H.  and  T.  [the  Brokers]."  The  court 
concluded  that  the  contracts  fell  under  the  ban  of  a  gam- 
bling transaction ;  and  that  the  Client,  being  an  infant,  could 
recover  the  money  and  securities  deposited  with  the  Brokers 
as  margin,  although  the  Brokers  had  no  knowledge  that  he 
was  not  8ui  juris.  The  court,  in  its  opinion,  animadverted 
most  severely,  but  without  the  slightest  foundation  in  fact, 
upon  the  conduct  of  the  Brokers.  In  speaking  of  their  want 
of  knowledge  of  the  infancy  of  their  Client,  the  following 
language  was  used  :  ^'  Moreover,  they  did  not  know  because 

^  90  Pa.  St.  38.  aui  juris ,  money  paid  to  the  Broker 

'  38  Leg.   Int.  115;   97  Pa.  St.  in  settlement  of  difTerences  in  stock 

202.  transactions   cannot  be  recovered 

'  Id.,  s.  c.  sub  nam.  Dickson's  Exr.  back.    Merriam  vs.  Public  Grain  & 

vs.  Thomas,  97  Pa.  St.  278.  Stock  Exchange,  1  Pa.  Co.  Ct.  Rep. 

'Per  Mitchell,  J.,  36  Leg.  Int.  478,  distinguishing Ruchizky  vs.  De 

(Pa.)  174.    V^en  the  parties  are  Haven,  supra. 
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they  did  not  choose  to  inqmre.  They  were  getting  his 
money  ;  and  like  all  other  persons  engaged  in  unlawful  call- 
ings, they  cared  not  whether  that  money  came  from  man, 
woman,  or  child — whether  their  victim  was  young  or  old, 
sane  or  insane.  .  .  .  We  repeat,  therefore,  there  is  nothing 
to  be  returned  to  the  defendant.  They  lost  nothing  in  this 
transaction,  and  hence  can  the  more  easily  return  to  the 
plaintiflf's  estate  that  which  belongs  to  it." 

Then  follows  the  case  of  Smith  vs.  Thomas,^  in  which 
the  court  took  occasion  to  review  the  subject  anew  and  to 
reiterate  most  emphatically  its  former  decisions.  In  that 
case  the  action  was  assumpsit,  and  was  brought  by  a  Stock- 
broker against  his  Client  to  recover  a  balance  due  on  cer- 
tain stock  transactions.  Upon  the  trial  the  plaintiff  had 
judgment ;  but  on  appeal  this  was  reversed,  the  opinion  be- 
ing again  delivered  by  Mr.  Justice  Gordon.  That  learned 
judge's  statement  of  the  facts  is  as  follows :  "  Thomas  [the 
Broker]  swears  that  he  sold  for  Dickson  500  shares  of  Penn- 
sylvania Railroad  stock  short ;  and  so  Thomas  farther  on 
explains  by  saying  that  at  the  time  he  professed  to  sell  this 
stock  he  had  no  such  stock  in  his  hands  to  sell.  Neverthe- 
less, he  says,  when  he  sold  these  500  shares  he  delivered 
them.  This  anomalous  kind  of  testimony  he  explains  by 
saying  that  this  delivery  was  made  on  the  clearing-house 
sheet,  which  means  a  mere  settlement  of  dififerences.  It  ap- 
pears also  from  this  same  testimony  that,  in  order  properly 
to  keep  up  appearances  when  the  time  came  for  delivery,  he 
had  to  borrow  500  shares  of  stock  from  somebody,  whose 
name  does  not  appear,  and  of  those  there  was  no  actual  de- 
livery, but,  as  the  witness  says,  it  came  through  the  clearing- 

>  38  Leg.  Int.  115;  8ub  nam.  Dickson's  Exr.  vs.  Thomas,  97  Pa.  St.  278. 
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house  sheet.  All  this  means,  in  common  parlance,  that 
Thomas  sold  for  Dickson  500  shares  of  stock,  which  Dick- 
son at  that  time  neither  had  nor  intended  to  have,  and  that, 
under  the  pretence  of  meeting  this  contract  when  it  fell  due, 
Thomas  pretended  to  borrow  500  shares,  which  were  not 
delivered  to  him  ;  that  this  altogether  fictitious  transaction 
was  accomplished  through  the  agency  of  the  clearing-hoase, 
and  was  one  in  which  no  other  parties  were  known  but 
Thomas  and  Dickson,  who  were  to  account  to  each  other 
for  differences  only."  And  upon  this  remarkably  erroneous 
statement  the  learned  judge  predicated  the  result  reached, 
that  ^^  confessedly,  then,  'this  was  a  dealing  in  differences  or 
margins — a  wagering  contract — ^and  therefore  utterly  void ;" 
and  that  there  was  no  question  as  to  a  bona  fide  contract 
upon  which  the  jury  was  to  pass. 

The  above  represent  some  of  the  leading  decisions  of  the 
Supreme  Conrt  of  Pennsylvania  upon  this  subject  of  wager 
in  respect  to  stock  transactions ;  and  it  is  difficult  to  con- 
ceive how  a  court  whose  decisions  are  received  with  such 
universal  homage  could  have  gone  so  far  astray  upon  a  sub- 
ject which  vitally  affects  one  of  the  most  important  mon- 
eyed interests  of  that  State. 

First.  The  decisions  of  the  court  are  in  hostility  to  each 
other.  In  Smith  vs.  Bouvier  ^  the  facts  were  precisely  simi- 
lar to  those  of  Smith  vs.  Thomas.  They  both  represented 
"short"  transactions  in  stocks  upon  a  margin.  In  Smith 
vs.  Bouvier  the  jury  found  for  the  Broker  and  the  verdict 
was  sustained ;  but  in  Smith  vs.  Thomas  a  similar  verdict 
was  reversed,  the  court  arbitrarily  setting  aside  the  conclu- 
sion of  the  jury.    The  element  of  the  clearing-house  which 

» 70  Pa.  St.  325. 
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appeared  in  Smith  vs.  Thomas  can  make  no  difference  be* 
tween  the  cases,  because  that  system,  as  all  familiar  with  its 
workings  know,  was  created  to  facilitate  the  business ;  and, 
indeed,  the  fact  of  stocks  being  "  cleared,"  if  it  shows  any- 
thing, proves  that  the  transactions  were  real.  It  is  utterly 
impossible  to  reconcile  the  two  cases,  and  yet  Smith  vs. 
Bouvier  was  cited  with  approval  in  Smith  vs.  Thomas.  It  is 
equally  impossible  to  harmonize  the  last-named  adjudication 
with  the  case  of  Maxton  vs.  Gbeen,^  where  the  Client  was 
selling  stock  "  short "  on  margins,  and  where  a  verdict  for 
the  Broker  was  sustained.  Although  the  Broker  swore 
that  at  first  he  did  not  know  that  his  Client  was  selling 
"  short,"  yet  he  admitted  that  after  the  second  transaction 
he  acquired  that  knowledge ;  and  it  is  perfectly  manifest, 
from  reading  the  case,  that  it  was  an  everyday  speculation 
on  margin.  North  vs.  Philipps*  and  Ruchizky  vs.  Do 
Haven'  are  illustrations  of  "long"  transactions — that  is, 
purchases  of  stocks  for  Clients  on'  margin.  The  facts  in- 
volved were  in  no  sense  different  from  those  presented  in 
the  case  of  Wyncoop  vs.  Seal,*  where  stocks  were  purchased 
on  a  margin ;  and  it  did  not  occur  either  to  the  counsel  or 
court,  in  the  last-mentioned  case,  to  suggest  that  the  trans- 
action was  void  as  a  "  wager." 

Second.  The  fundamental  error  into  which  the  Pennsylva- 
nia court  has  fallen  arises  from  the  fact  that  the  decisions 
have  proceeded  upon  the  assumption  that  the  dealings  were 
merely  between  the  Broker  and  his  Client,  without  the  in- 
tervention of  any  third  persons;  in  fine,  of  treating  a 
transaction  in  stocks  conducted  through  the  medium  of  the 

1  75  Pa.  St.  166.  <  38  Leg.  Int.  115.    See  ante,  p. 

'89  Pa.  St.  250.     See  ante,  p.   563. 
561.  «64Pa.  St.  361. 
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Stock  Exchange  as  one  in  effect  between  a  vendor  and 
vendee,  bargaining  for  mere  differences.  This  is  very  far 
from  the  fact.  In  the  third  chapter  of  this  book,  the  de- 
tails of  a  speculative  transaction  in  stocks  is  fully  set  forth, 
and  it  is  not  necessary  to  repeat  the  same  iiere  ;^  but  the 
court  does  a  manifest  injustice  to  the  Stock-broker  when  it 
treats  hira  as  one  deriving  benefit  from  his  ClienSs  losses. 
This,  with  great  respect,  is  as  absurd  as  it  is  unfair.  The 
Broker  has  no  interest  in  the  business  except  to  the  extent 
of  his  commissions,  when  he  makes  actual  sales  or  purchases 
with  third  persons  on  account  of  his  Client,  which  was  clearly 
shown  in  the  cases  in  question.  The  version  of  the  transac- 
tion given  by  Mr.  Justice  Gordon  is  that  of  a  sharper  fleeo- 
ing  his  innocent  victim  ;  and  in  that  case,  upon  such 
erroneous  premises,  the  Broker  was  compelled  to  lose  a  con- 
siderable sum  of  money,  which  he  proved  he  had  actually 
paid  out  for  his  Clients. 

The  character  of  the  business  is  shown  by  a  simple  illus- 
tration. A  orders  B,  a  Stock-broker,  to  purchase  100 
shares  of  a  certain  stock  at  par,  and  deposits  with  him 
$1,000.  The  Broker,  in  consideration  of  the  commission 
and  of  receiving  interest  for  his  money,  or  for  such  other 
consideration  as  may  enter  into  the  arrangement,  there- 
upon purchases  at  the  Stock  Exchange  from  C,  a  fellow- 
Broker,  the  stock,  which  is  duly  delivered  to  B,  and  the 
sum  of  $10,000  paid  to  C.  B  advances  the  difference  be- 
tween the  amount  he  receives  from  his  Client  and  the 
purchase-money  from  his  own  funds,  and  holds  the  stock  as 
security.  Thereupon  the  stock  becomes  the  property  of 
the  Client;  he  receives  the  dividends;  pays  the  calls;  it 

» Ch.  III.  p.  181. 
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passes  to  his  assignee  ia  bankraptcy,  should  he  become 
bankrupt ;  and,  in  fine,  all  of  the  attributes  of  ownership 
attach  to  the  Client.^  We  find  here,  then,  an  actual  pur- 
chase and  delivery  of  stock.  This  is  the  view  of  the  transac- 
tion presented  in  Wynkoop  vs.  Seal.'  Hare,  P.  J.,  in 
Fareira  vs.  Gabell,^  defines  a  wager  to  be  "  a  contract  in 
which  the  parties  stipulate  that  they  shall  gain  or  lose  upon 
the  happening  of  an  uncertain  event,  in  which  they  have  no 
interest  except  that  ai*ising  from  the  possibility  of  such  gain 
or  loss."  But  it  is  perfectly  apparent  that  the  transaction 
which  we  have  set  forth  is  not  embraced  within  this  defini- 
tion. It  might  apply  as  between  A,  the  vendor,  and  C,  the 
vendee ;  but  as  between  A,  the  vendor,  and  B,  his  Broker, 
there  is  clearly  no  bet  or  wager,  B's  interest  in  the  transac- 
tion being  merely  to  the  extent  of  his  commissions.  Nor 
does  the  Broker  act  as  the  Client^s  agent  in  gambling  sales 
and  purchases  of  stocks.  The  Broker,  in  pursuance  of  his 
Client's  directions,  makes  actual  bargains  enforceable  in  the 
courts  and  in  the  forum  of  the  Stock  Exchange,  and  whose 
non-fulfilment  renders  him  liable  to  heavy  damages.  In 
fine,  the  doctrine  of  wager  must  be  confined  to  the  actual 
parties  concerned,  and  cannot  reasonably  be  extended  to 
defeat  the  right  of  a  Broker  to  recover  moneys  paid  out  for 
his  Client  in  real  transactions  with  third  persons.  These 
views  are  forcibly  illustrated  in  the  case  of  Thacker  vs. 
Hardy,*  which  should  be  consulted  in  this  connection. 

Third,  But,  in  any  event,  the  question  as  to  whether  a 
particular  transaction  constitutes  a  wager  is  one  for  the 
jury;  and  this  well-settled  rule,  although  laid  down  in 

>  See  also  Ch.  Ill,  p.  182,  where       « 64  Pa.  St.  361. 
the    transaction    is    further    illus-       '  89  Pa.  St.  89. 
trated.  *  27  W.  R.  158. 
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Smith  vs.  Bouvier/  has  been  ruthlessly  vidated  by  the 
Pennsylvania  coorts  in  the  cases  referred  to.' 
The  case  in  which  the  dealings  of  the  Stock  Exchange 

>  70  Pa.  St.  325.  149  Pa.  St.  167;  McNaughton  m 

'  See  also  Kirkpatrick  V8.  Bonsall,  Haldeman,  160  Pa.  St.  144.  The 
72  Pa.  St.  155;  Bigddw  vs.  Ben^  fact  that  the  customer's  means  were 
diet,  70  N.  Y.  202.  A  summary  of  inadequate  to  enable  him  to  cany 
the  decisions  of  the  courts  of  Penn-  out  a  stock  contract,  may  be  oon- 
sylvania  subsequent  to  those  men-  sidered  by  the  jury.  Myers  vs. 
tioned  in  the  text  is  here  appended,  Tobias,  24  W.  N.  0.  432. 
and  it  only  remains  to  add  that,  as  In  an  action  by  a  Broker  to  re- 
late as  1896,  the  District  Court,  in  cover  for  loss  on  an  oil  transaction, 
Taft  vs.  Riesenman,  7  Pa.  Dist.  R.  the  question  whether  there  was  a 
496,  quoted  with  approval  the  deci-  bona  fide  intention  to  ddiver  the  oil 
tion  in  Ruchizky  vs.  De  Haven,  was  for  the  jury.  Thompson  vs. 
supra,  that  '' When  a  person  enters  Rieber,  123  Pa.  St.  457.  When 
into  stock  gambling  transactions  stock  transactions  amounted  within 
through  the  medium  of  a  Broker,  he  three  years  to  about  $70,000,  and  it 
will  be  deemed  to  be  dealing  with  was  shown  that  the  Client  had  only 
such  Broker,  as  a  principal,  and  not  about  $8,000  invested  in  business, 
as  an  agent."  from  which  he  derived  a  yearly  in- 

In  Griffith's  Appeal,  16  W.  N.  C.  come  of  $5,000,  and  that  there  was 
249;  42  L.  1. 277,  it  was  held  that  as  no  intention  to  deliver  or  receive 
contracts  in  stocks  on  margins  are  stocks,  a  note  given  to  the  Broker 
not  enforceable,  a  judgment  on  a  for  losses  was  held  irrecoverable, 
bond  given  by  a  Client  to  his  Broker  Gaw  vs.  Bennett,  153  Pa.  247. 
to  secure  the  margins  cannot  be  When  a  customer  paid  25  per 
enforced  by  an  assignee,  unless  the  cent  upon  each  purchase  of  stock, 
doctrine  of  estoppel  applies.  Such  and,  when  only  a  small  portion 
a  bond  is  invalid  for  want  of  con-  thereof  was  bought,  he  deposited 
sideration.  Griffiths  vs.  Sears,  112  half  the  amount  of  such  latter  pur- 
Pa.  St.  523.  chase  with  the  Broker  in  bonds  as 

It  was  held  in  Peters  vs.  Grim,  collateral,  and  paid  the  balance  due 

149  Pa.  St.  163,  that  when  there  is  upon  the  entire  purchase,    which 

an  intention  to  deliver  stocks  there  was  large,  within  eighteen  months, 

is  no  gambling,   even  though  the  the  transaction  was  not  a  gambling 

delivery    is    postponed,    and    the  one  to  be  settled  by  payment  of 

stock    carried    on  margins  in   the  differences.    Com.  vs.  Barrett,  40 

interval.     And  even  if  the  trans-  Leg.  Int.  (Pa.)  474. 

actions  were  gambling  ones,  money  When  stocks  were  purchased  by  a 

deposited  can  be  recovered  from  the  Broker  and  paid  for  by  the  Client, 

Broker  when  the  transactions  are  and  were  then  sold  by  the  Broker, 

closed.     lb.;  Repplier  vs.  Jacobs,  who  retained  the  proceeds,  out  of 
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were  examined  most  thoroughly  in  its  relation  to  the  act 
concerning  wagers  is  the  one  of  Thacker  vs.  Hardy.*  This 
action  was  brought  by  a  Broker  against  his  principal  for 

which  he  bo\ight  other  stocks  (or  Dauler  vs.  Hartley,  178  Pa.  St.  22. 
the  Client,  and  a  number  of  similar  When  the  intention  is  that  there  is 
transactions  followed  in  which  the  to  be  no  delivery  of  stocks,  and  the 
stocks  bought  were  received  by  the  transactions,  during  fifteen  months. 
Broker  for  the  customer,  and  those  involve  purchases  amounting  to 
sold  were  delivered  by  him  to  the  over  $300,000,  the  transactions  are 
purchaser,  the  transactions  were  not  merely  wagers,  and  the  Broker  can^ 
of  a  wagering  character,  and  the  not  recover.  Wagner  vs.  Hilde* 
Broker  was  hM  entitled  to  recover  brand,  187  Pa.  St.  136.  Nor  can 
a  balance  due  to  him  on  the  trans-  the  customer,  in  such  gambling 
actions.  Hopkins  vs.  O'Kane,  169  transactions  in  oil,  compel  an  ao- 
Pa.  St.  478.  And  although  stock  counting  by  the  Broker.  Taft  vs. 
transactions  are  gambling  ones,  yet  Riesenman,  7  Pa.  Dist.  Rep.  496. 
if  the  Client  finally  demands  the  If  the  Broker  actually  buys  and 
stock,  and  the  Broker  tenders  it,  the  seUs  stocks,  he  does  not  gamble,  even 
latter  may  recover  the  value  when  although  his  principal  intended  to 
the  Client  refuses  to  receive  it.  gamble,  and  the  Broker  does  not 
Anthony  vs.  Unangst,  174  Pa.  St.  10.   deliver  the  stocks  to  the  customer  in 

One  who  has  given  notes  and  person.  A  delivery  by  sale,  as  or- 
judgments  in  gambling  transac-  dered,  is  a  sufficient  delivery, 
tions  in  futures  in  wheat  and  pork  Young  vs.  Glendinning,  8  Pa.  Dist. 
in  Illinois  cannot  enjoin  their  col-  Rep.  57,  aff'd  194  Pa.  St.  550. 
lection,  Smith  vs.  Kammerer,  152  If  the  last  transaction  is  an  actual 
Pa.  St.  98.  Nor  compel  the  return  of  purchase,  and  a  settlement  is  made, 
a  promissory  note  given  to  a  Broker  and  the  account  closed,  it  validates 
to  secure  a  balance  due  in  stock  all  prior  transactions,  although  the 
gambling  transactions.  Albertson  latter  might  be  held  gambling  ones, 
vs.  Laughlin,  173  Pa.  St.  525.  Id.  194  Pa.  St.  550.     When  there 

One  to  whom  a  Broker  has  trans-  was  a  bona  fide  intent  to  receive 
ferred  a  non-negotiable  instrument  and  deliver,  the  transactions  are 
given  to  secure  gambling  transac-  not  illegal,  although  delivery  may 
tions  in  oil,  cannot  recover  thereon,  be  postponed.  Dealing  in  stocks 
although  he  paid  a  valuable  con-  on  margins  is  not  necessarily  gam- 
sideration.  Dempsey  vs.  Harm,  20  bling,  and,  if  even  the  transactions 
W.  N.  C.  266.  Margins  deposited  were  wagering,  the  agreement  of 
with  a  banker  as  security  for  gam-  the  parties  to  make  the  sales  actual, 
bling  transactions  in  stocks  and  will  validate  them.  Taylor's  As- 
grain,  may  be  recovered  from  the  signed  Estate,  192  Pa.  St.  304,  309, 
bank  as  a  stakeholder,  when  not  313. 
paid  over  by  the  bank  to  the  Broker.       ^  L.  R.  4  Q.  B.  D.  685. 
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indemnity  against  liabilities  incurred  by  the  former  in  buy- 
ing and  selling  stocks  and  shares  upon  the  London  Stock 
Exchange  by  his  authority.  It  appeared  that  the  defend- 
ant was  a  speculator,  and  kno\yn  as  such  to  plaintiff ;  and 
that  he  (defendant)  knew  that,  in  order  to  carry  out  the 
transactions  which  he  had  employed  plaintiff  to  make,  the 
latter  would  have  to  enter  into  contracts  to  sell  or  buy  re- 
spectively, and  that  there  was  no  other  way  in  which  to 
speculate  for  defendant ;  that  the  plaintiff  did  buy  and  sell 
as  per  order ;  and  defendant  never  expected,  nor  intended 
to  accept,  actual  delivery  of  what  plaintiff  might  buy  for 
him,  nor  actually  deliver  what  he  might  sell.  For  losses 
incurred  by  such  speculations  and  conmiissions  the  suit 
was  instituted  by  the  Broker.  The  main  defence  was  that 
the  claim  was  founded  upon  gaming  and  wagering  transac- 
tions.^ The  court,  per  lindley,  J.,  in  delivering  the  opin- 
ion, said  :  '^  The  agreement  between  the  plaintiff  and  the 
defendant  rendered  it  necessary  that  the  plaintiff  should 
himself,  as  principal,  enter  into  real  contracts  of  purchase 
arid  sale  with  Jobbers,  and  the  plaintiff  accordingly  did  so ; 
and  in  respect  of  these  contracts  he  incurred  obligations, 
for  the  non-performance  of  which  actions  could,  and  can 
now,  be  brought  against  him.  .  .  .  What  the  plaintiff  was 
employed  to  do  was  to  buy  and  sell  on  the  Stock  Exchange, 
and  this  he  did  ;  and  everything  he  did  was  perfectly  legal, 
unless  it  was  rendered  illegal  as  between  the  defendant  and 
himself  by  reason  of  the  illegality  of  the  object  they  had 
in  view,  or  of  the  transactions  in  which  they  were  engaged. 
....  In  answer  to  the  argument  that  a  contract  which  is 
void  and  unenforceable  cannot  be  made  the  foundation  of 

*  8  &  9  Vict.  c.  109,  i  18. 
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an  implied  promise  to  indemnify ,  it  appears  to  me  soffi- 
oient  to  say  that  an  obligation  to  indemnify  is  created  when- 
ever one  person  employs  another  to  do  a  lawful  act  which 
exposes  him  to  liability  ;  and  that,  in  my  view  of  the  evi- 
dence, the  defendant  did  aathorize  the  plaintiff  to  incur  lia- 
bility by  buying  and  selling  as  above  described."  Upon 
appeal  these  views  were  fully  endorsed  by  the  judges  com- 
posing the  Court  of  Appeals,  and  a  judgment  for  the  plain- 
tiff affirmed.^ 

The  case  of  Thacker  vs.  Hardy  was  subsequently  used 
by  the  court  to  sustain  its  decision  in  the  later  case  of  Ex 
parte  Rogers,'  where  it  was  held  that  where  a  person  has 
instructed  a  Broker  to  speculate  for  him  at  the  Stock  Ex- 
change, by  buying  and  selling  stocks  for  him,  with  the  in- 
tention that  he  should  only  receive  or  pay  "  differences," 
and  authorized  the  Broker  to  pay  any  losses  for  him,  the 
Broker  is  entitled  to  recover  any  sums  which  he  has  so  paid 
for  the  Client,  even  though  he  has  not  entered  into  separate 
contracts  on  his  behalf,  but  has  appropriated  to  him  parts 
of  larger  amounts  of  stock  which  the  Broker  has  bought 
as  a  principal  with  the  view  of  dividing  them  among  dif- 
ferent Clients,  for  whom  he  has  been  instructed  to  buy.  So 
where  the  petitioner,  a  Stock-broker,  applied  under  the 
Bankruptcy  Act  to  have  respondent,  who  was  not  a  mem- 
ber of  the  Stock  Exchange,  adjudicated  a  bankrupt — the 
debt  arising  from  transactions  which  the  respondent  had 
authorized  the  petitioner  to  make  upon  the  Stock  Exchange 
— and  the  petition  was  resisted  on  the  ground  that  the  debt 
was  a  gaming  one  under  the  statute  of  Victoria,  it  was  held 

*  See  also  Rosewame  vs.  Billing,  bers,  15  C.  B.  562;  Knight  vs.  Fitch, 
15C.B.(n.s.)  316;  Knight  vs.  Cham-   id.  566. 

'  L,  R.  15  Ch.  D.  207. 
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that  the  petitioner  was  merely  an  agent ;  and  since  the  re- 
spondent must  be  taken  to  have  known  that  by  the  rules  of 
the  Stock  Exchange  the  petitioner  was  bound  to  pay  to 
members  of  the  Stock  Exchange  any  sums  of  money  which 
might  be  due  from  the  respondent  to  them  in  regard  to  the 
transactions,  a  request  to  pay  such  sums  must  be  implied.^ 

Although  the  soundness  of  the  decision  in  Thacker  vs. 
Hardy  has  been  extrajudicially  questioned  upon  the  ground 
that  all  of  the  ordinary  transactions  between  Client  and 
Broker  fall  vrithin  the  Gambling  Act,^  it  is  submitted  that 
an  analysis  of  such  transactions  shows  that  they  are  per- 
fectly legal. 

First.  There  is  no  agreement  that  mere  differences  shall 
be  paid  j>€r  se  without  anything  further  being  done ;  but 
the  transaction  is  begun  by  an  order  from  the  Client  to  buy 
or  sell  shares  of  stock,  at  a  fixed  or  market  price. 

Seeofid.  The  Broker  is  employed  as  such.  He  is  not  a 
party  to  the  arrangement ;  neither  the  profit  nor  the  loss 
of  the  transaction  is  his.  The  Broker's  only  interest  in  the 
matter  is  to  the  extent  of  his  commission. 

Third,  That  the  transaction  thus  made  is  in  law  a  real 
one  fully  appears  from  the  note  of  the  contract  given  by 

'  Ex  parte  Godefroi,  In  re  Hart,  tion  to  ''wagers/'  any  more  than  a 

Week.  Notes,  95  (1870).     So  in  the  contract  to  pay  for  all  the  oil  in  a 

case  of  Marten  vs.  Gibbon,  33  L.  T.  whaling-ship,  although  it  is  impossi- 

(n.  s.)  561,  the  court  held  that  sales  ble  to  tell  how  many  whales  the  ship 

of  prospective   dividends   are   not  may  bring  back  (per  Blackburn,  J.), 

contrary    to    law.     There    is    no  See  also  two  spirited   articles  on 

ground  known  to  the  law  of  Eng-  Option  Contracts,   10  Cent.  L.  J. 

land  against  a  person  possessed  of  221,  241. 

property  in  railway  shares  selling       '  See  5  Law  Mag.  and  Rev.  (4th 

the  dividends  to  arise  therefrom,  Series),  401,  entitled  "The  Legal 

even  though  the  amount  be  unas-  Relations  between  a  Stock-broker 

certained.     Such  a  transaction   is  and    his    Customer/'    by    Messrs. 

not  contrary  to  the  statute  in  rela-  Piggott  &  Whinney,  Barristers. 
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the  Broker  to  his  Client.  This  may  contain  the  name  of 
the  parchasing  or  selling  Jobber — sometimes  it  does,  gen- 
erally it  does  not ;  bnt  it  oonclnsively  shows  that  the  Broker 
has  made  an  operation  for  the  principal  with  a  third  per- 
son. From  this  contract  so  made  by  the  Broker  with  the 
Jobber  there  are  evolved  legal  liabilities.  We  may  men- 
tion two  of  them  :  1st.  If  the  Jobber  should  refuse  to  exe- 
cute the  contract  and  to  deliver  the  securities,  the  Client 
would  have  a  cause  of  action  against  him.^  2d.  But  the 
Client  would  not  have  any  cause  of  action  against  his  own 
Broker  for  any  neglect  or  refusal  of  the  Jobber.  Why  t 
Because  the  Broker,  having  transacted  the  busing  of  his 
employment  in  accordance  with  his  instructions,  is,  upon 
familiar  principles,  not  liable.' 

Fourth,  The  fact  that  the  Broker  may  enter  into  a  con- 
tract or  contracts  for  more  than  the  specific  amount  of  stock 
ordered  to  be  bought  or  sold  by  one  Client  does  not  alter 
the  legal  status  of  the  parties.  If  the  Broker  act  in  good 
faith  to  his  Client,  he  is  not  debarred  from  transacting  simi- 
lar business  for  other  Clients.  Nor  does  the  fact  of  the  es- 
tablishment of  a  clearing-house,  and  the  system  of  tickets, 
enabling  him  to  balance  his  business  at  one  time,  militate 
against  the  legality  of  these  stock  transactions.  All  of 
these  things  are  mere  auxiliaries  to  the  Broker's  business, 
calculated  to  enlarge  its  volume,  and  to  enable  him  to  de- 
spatch it  with  greater  ease  and  promptness. 

Although  it  was  found  as  a  fact,  in  Thacker  vs.  Hardy, 
that  the  Client  never  expected  nor  intended  to  accept  actual 
delivery  of  what  the  Broker  might  buy  for  him,  nor  actually 
deliver  what  he  might  sell  for  him,  and  that  the  Broker 

'  See  cases  cited  in  Ch.  X.  '  Ch.  III.  p.  220  et  seq. 
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knew  this,  yet  it  was  also  found  that  the  Client,  neverthe- 
less, knew  he  incurred  the  risk  of  having  to  accept  or  de- 
liver, but  was  content  to  run  that  risk  in  the  expectation 
and  hope  that  the  Broker  would  be  able  so  to  arrange 
matters  as  to  render  nothing  but  differences  actually  payable 
to  or  by  him,  as  the  case  might  be.  Nor  is  the  fact  that 
the  Broker  may  himself  speculate  of  any  relevancy,  so  long 
as  he  is  not  the  actual  party  who  makes  a  contract  with  his 
Client  for  the  payment  of  the  differences,  in  which  case  he 
ceases  to  be  a  Broker,  and  becomes  a  principal.  This  risk 
of  being  obliged  to  accept  or  deliver  takes  speculative  trans- 
actions  on  the  London  Stock  Exchange  out  of  the  operation 
of  the  gambling  statute,  although  it  remains  to  be  seen  what 
effect  the  Oaming  Act  of  1892  will  have  upon  such  transac- 
tions. 

The  principle  of  the  decision  in  Thacker  vs.  Hurdy,  supra^ 
was  followed  by  the  Privy  Council  in  Forget  vs.  Ostigny,^ 
where  the  facts  were  similar.  The  case  was  decided  under 
the  Canadian  statute,  which  was  substantially  equivalent  to 
the  English  statute  of  1845,  and  it  was  held  that  as  the 
Broker  was  employed  to  make  actual  contracts  on  the 
Stock  Exchange,  they  were  not  within  the  statute,  although 
the  principal  intended  to  speculate,  and  delivery  of  the 
shares  purchased  was  never  asked  for  or  tendered. 

Most  of  the  American  decisions  follow  the  rule  laid  down 
by  the  English  courts  as  to  the  intermediate  character  of 
the  Broker,  with  this  substantial  difference,  however,  that 
if  the  Broker  is  privy  to  the  illegality,  he  cannot  recover 
commissions  or  advances. 

In  the  case  of  Lehman  vs.  Strassberger '  the  question 

»  (1895)  A.  C.  318.  » 2  Wood,  C.  C.  654.    This  d^ 
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was  fully  discussed  in  the  Circuit  Court  of  the  United 
States.  In  that  case  the  plaintiffs,  who  were  cotton-factors 
in  New  York,  bought  and  sold  as  such  for  the  defendant 
cotton  for  future  delivery ;  it  being  the  understanding  be* 
tNveen  them  that,  in  all  sales  and  purchases  of  cotton  by 
them  for  him,  there  was  to  be  no  delivery,  but  that  differ- 
ences should  be  paid,  except  when  special  instructions  were 
given  to  receive  or  deliver  cotton.  These  contracts  were 
entered  into  by  plaintiff  according  to  the  rules  of  the  Cot- 
ton Exchange  of  New  York.  By  these  rules,  which  were 
given  in  evidence,  an  actual  delivery  of  cotton  is  provided 
for  and  required  in  every  contract,  unless  waived  in  some 
mode  by  the  subsequent  assent  or  conduct  of  both  parties ; 
or  unless  the  party  having  the  option  to  make  or  require  an 
actual  delivery  fails  or  declines  to  exercise  his  option  or  to 
insist  upon  delivery.  The  action  was  based  upon  a  note 
given  by  defendant  to  the  plaintiffs,  the  consideration 
arising  out  of  the  transactions  of  defendant  in  such  con- 
tracts, and  included  losses  on  contracts  paid  by  plaintiffs 
for  defendant,  and  their  commissions  for  buying  and  sell- 
ing. It  did  not  appear  that  the  names  of  the  parties  with 
whom  plaintiffs  made  the  transactions  were  disclosed  to 
the  latter.  The  defence  was  that  the  note  was  void  under 
the  statute  of  New  York  in  relation  to  gaming.  There 
was  a  verdict  below  for  the  defendant,  and  the  case  was 
reviewed  on  exceptions  to  the  charge  of  the  judge,  upon 
the  subject  of  wager  contracts. 

The  Circuit  Court  held  that,  while  it  might  be  conceded 
that  contracts  for  the  future  delivery  of  cotton,  when  it  is 
agreed  that  there  shall   be  no  delivery,  but  that  differ- 

cision  was  followed  in  Hentz  vs.  Jewell,  20  Fed.  Rep.  592,  in  a  similar 
state  of  facts. 
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ences  shall  be  paid,  are  wagering  contracts,  and  void  as 
between  the  parties,  it  was  not  the  case  disclosed  in  the 
record ;  the  parties  here  were  not  parties  to  any  contract 
for  the  sale  or  delivery  of  cotton.  The  plaintiffs  never 
sold  to  or  bought  from  the  defendant  any  cotton.  The 
parties  with  whom  the  defendant  contracted  were  persons 
other  than  plaintiffs,  whose  names  were  not  disclosed,  and 
plaintiffs  were  only  factors  of  defendant  to  make  contracts 
with  other  parties,  the  plaintiffs  being  mere  agents  for  the 
defendant  in  the  transaction.  ^^  This  is  the  case,"  said  the 
court,  "  to  put  it  in  its  strongest  light  for  the  defendant, 
of  an  agent  who  advances  money  to  his  principal  to  pay 
losses  incurred  in  an  illegal  transaction,  and  takes  his  note 
for  the  money  so  advanced.  In  such  a  case  the  contract 
between  a  principal  and  agent,  made  after  the  illegal 
transactions  are  closed,  although  it  may  spring  from  them 
and  be  the  result  of  them,. is  a  binding  contract."^ 

The  question  has  also  been  discussed  in  several  cases  in  the 
Supreme  Court  of  the  United  States.  In  Eoundtree  vs. 
Smith,^  Brokers  in  Chicago  recovered  judgment  for  commis- 
sions and  advances  in  the  purchase  of  grain,  pork,  and  lard 
for  defendant,  and  the  court,  in  affirming  the  judgment,  held 
that  there  was  no  evidence  that  the  contracts  were  wager- 
ing ones.  The  defendant  testified  that  he  had  no  under- 
standing as  to  whether  there  was  to  be  actual  delivery,  and 
plaintiffs  testified  that  there  was  no  such  understanding, 
and  nothing  was  proved  of  the  intention  of  the  parties  with 
whom  plaintiffs  contracted,  and,  as  the  contracts  were  al- 

^  Citing  Durant  vs.  Burt,  98  Mass.  See  also  Tenant  vs.  Elliot,  1  Boe. 

167;  Petrie  vs  Hanney,  3  T.  R.  418;  &  P.  3;   Farmer  vs.  Russell,  id. 

Owen  vs.  Davis,  1  Bailey,  315;  Arm-  296. 
strong  vs    Toler,   11   Wheat.  274.       U08  U.  S.  269. 
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ways  in  writing,  it  was  farther  held  that  evidenoe  that  a 
large  majority  of  similar  transactions  at  the  Board  of  Trade 
in  Chicago  were  merely  difference  contracts,  was  not  suffi- 
cient  to  prove  a  violation  of  the  law  in  the  transactions  in 
question.  The  court  said  that  plaintiffs  were  aot  suing  on 
the  contracts,  but  for  services  performed  and  money  ad- 
vanced for  defendant,  and  although  they  might,  under  some 
circumstances,  be  so  connected  with  the  immorality  of  the 
contract  as  to  be  affected  by  it,  if  proved,  they  were  cer- 
tainly not  in  the  same  position  as  a  party  sued  for  the  en- 
forcement of  the  original  agreement.  In  Irwin  vs.  Williar  ^ 
the  court  reversed  a  judgment  of  the  Circuit  Court  in  favor 
of  Brokers  in  Baltimore  for  a  balance  due  to  them  on  sales 
of  wheat  for  future  delivery  on  grounds  foreign  to  the  sub- 
ject of  this  chapter,  but,  as  the  question  of  wagering  had 
been  raised,  the  court  disposed  of  it  by  accepting  the  charge 
of  the  court  below  that,  to  void  the  contract,  the  proof  should 
show  that  the  intention  was  merely  to  settle  for  differences 
and  both  parties  so  understood  it,  but  said :  ^'  In  England,  it 
is  held  that  the  contracts,  although  wagers,  were  not  void  at 
common  law,  and  that  the  statute  has  not  made  them  illegal, 
but  only  non-enforceable.  Thacker  vs.  Hardy,  tiM  aupra. 
While  generally,  in  this  country,  all  wagering  contracts  are 
held  to  be  illegal  and  void  as  against  public  policy,"  and 
further  ^^  a  Broker  might  negotiate  such  a  contract  (i.  e.  a 
wagering  one)  without  being  privy  to  the  illegal  intent  of 
the  principal  parties  to  it  which  renders  it  void,  and  in  such 
a  case,  being  innocent  of  any  violation  of  law,  and  not  suing 
to  enforce  an  unlawful  contract,  has  a  meritorious  ground 
for  the  recovery  of  compensation  for  services  and  advances. 

>  XIO  U.  S.  509. 
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But  Ave  are  also  of  the  opinion  that  when  the  Broker  is 
privy  to  the  design  of  the  parties,  and  brings  them  together 
for  the  very  purpose  of  entering  into  an  illegal  agreement, 
he  is  particeps  crimmis^  aiid  cannot  recover  for  services  ren- 
dered or  losses  incurred  by  himself  on  behalf  of  either  in 
forwarding  the  transaction." 

This  certainly  narrows  the  liberality  of  the  doctrine  enun- 
ciated  in  Thacker  vs.  Hardv,  where  it  was  held  that  the 
Client  should  indemnify  the  Broker,  although  both  parties 
knew  that  differences  merely  were  to  be  settled,  but  it  is 
submitted  this  decision  will  not  generally  affect  transac- 
tions on  the  Stock  Exchange  where,  as  already  stated,  there 
is  a  delivery  of  the  securities  sold,  although  the  principle  of 
this  decision  was  followed  in  Stewart  vs.  Garrett,^  where, 
although  the  plaintiff  stock  and  grain  Brokers  assumed  that 
as  they  sued,  not  on  the  contracts  themselves  but  for  serv- 
ices performed  and  money  advanced,  they  did  not  stand  in 
the  same  position  as  if  seeking  to  enforce  the  original 
agreement,  the  court  held  that,  as  they  wevejparticeps  oriinr 
inis  to  a  gambling  transaction,  they  could  not  recover. 
In  Embrey  vs.  Jemison '  it  was  held  that  as  Brokers  em- 
ployed to  buy  cotton  in  New  York  for  future  delivery  were 
particeps  oriminia  to  the  illegal  contract  entered  into  on  be- 
half of  the  customer,  they  could  not  recover. 

In  Bibb  vs.  Allen  ^  it  was  held  that  as  the  Brokers  made 
future  sales  of  cotton,  understanding  that  there  would  be  ac- 
tual  delivery,  the  customer  was  liable  for  advances  and 
commissions,  although  he  meant  to  gamble  and  nothing 
more. 

^  4  Atl.  Rep.  390.  effect  is  Lehman  vs.  Fdd,  37  Fed. 

'  131  U.  S.  345.  Rep.  862;  Boyd  vs.  Hanson,  41  Fed. 

*  140  U.  S.  402.    To  the  same  Rep.  174. 
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The  United  States  Circuit  Court  held  in  Jackson  vs.  Foote  ^ 
that  the  Illinois  statute  prohibiting  dealing  in  options  to 
buy  or  sell  at  a  future  time,  was  not  violated  by  a  time  con- 
tract to  deal  wholly  in  grain,  pork  or  lard,  for  differences, 
although  such  a  contract  might  be  a  wager  at  common  law, 
and  that  notes  given  by  the  customer  to  his  Broker  in  pay- 
ment of  the  latter's  advances  and  commissions  might  be  re^ 
covered  by  a  third  party  who  was  a  'iona  fide  holder  for 
value.' 

And  it  was  held  by  the  United  States  Supreme  Court,  in 
Higgins  vs.  McCrea,^  that  when  grain  Brokers  testified  that 
their  contracts  with  their  principal  were  not  made  with  in- 
tent to  wager,  but  the  principal  testified  that  he  intended 
to  gamble  merely,  and  that  the  contract  was  violative  of  the 
Chicago  statute,  the  former  may  recover  advances  and  com- 
missions, but  the  latter  cannot  counterclaim  for  margins. 
In  that  case  the  plaintiff  was  held  not  entitled  to  judgment 
on  another  ground,  viz.,  that  he  had  canceled  the  contracts 
made  by  him  without  substituting  other  principals  as  re- 
quired by  the  rules,  but,  if  he  had  not  done  so,  he  could  have 
had  judgment  both  on  his  cause  of  action  and  on  the  coun- 
terclaim.^ 

*  1 1  Bias.  223.  fendant  principal  to  show  that  the 
'  See  also  Gilbert  vs.  Guager,  8  transaction  was  a  gambling  one); 

Bias.   214;   Union    Nat.   Bank  vs.   Tomblin  vs.  Callan,  23  N.  W.  Rep. 
Carr,  15  Fed.  Rep.  438.  673  (where  the  intent  is  to  deliver, 

*  116  U.  S.  671.  a  grain  Broker  was  held  in  Iowa 
^See  Kirkpatrick  vs.  Adams,  20   entitled  to  recover,  although  most 

Fed.  Rep.  287;  Bartlett  vs.  Smith,  of  the  transactions  were  settled  by 

13  Fed.  Rep.  263;  Bangs  vs.  Hor-  differences). 

nick,  30  Fed.  Rep.  97;  Edwards  vs.       The  Circuit  Court  of  the  United 

Hoeffinghoff,    38    Fed.    Rep.    635.  States  for  the  District  of  Kansas 

See  also  the  following  cases:  Ben-  held  in  Cobb  vs.  Prdl,  22  Am.  Law 

nett  vs.  Covington,  22  Fed.  Rep.  Reg.  609,  that  when  the  parties  did 

816  (the  burden  of  proof  is  on  de-  not  intend  actual  delivery  of  com 
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And  where  the  Client  gives  bis  Broker  an  order  to  purchase 
stock  for  him,  and  the  latter  does  so  in  accordance  with  the  in- 
struction and  the  usages  of  the  Stock  Exchange,  but  the  Cli- 
ent subsequently  refusing  to  take  the  Stock,  tbe  Broker,  after 
notice,  sells  it,  the  latter  is  entitled  to  recover  the  loss  made, 
together  with  commissions,  etc. ;  and  it  is  no  defence  to  the 
action  that  the  contract  made  by  tbe  Broker  with  another 
member  of  the  Stock  Exchange  is  illegal,  as  being  contrary 
to  the  statute  of  Massachusetts  (declaring  sales  of  stock 
void  when  the  seller  has  no  stock  at  the  time  of  the  alleged 
sale),  especially  where  the  purchasing  Broker  is  not  shown 
to  have  known  this  fact,  or  that  the  same  was  not  legal 
under  the  Statute  of  Frauds.^ 

When  it  appeared,  however,  that  contracts  made  in  the 
Chicago  Board  of  Trade  were  clearly  gambling  contracts  as 
being  intended  to  be  settled  by  payment  of  differences  only, 

contracted  for,  but  did  intend  to  zen,  although  if  the  transaction 
speculate  on  the  futures  market,  a  took  place  in  that  State  he  could  not 
commission  merchant  could  not  re-  recover.  Ward  vs.  Vosburgh,  31 
cover  from  his  principal  the  differ-  Fed.  Rep.  12. 
ences  the  former  was  obliged  to  pay  Under  the  Georgia  statute  void- 
owing  to  his  having  contracted  to  ing  gaming  contracts  (Code,  Ga. 
sell  in  his  own  name.  See  note  §  3671)  a  ^^ cotton  future"  contract 
appended  to  this  case  discussing  the  where  the  intention  is  merely  to 
subject,  and  collecting  many  cases,  settle  differences,  is  void.  Waldron 
It  was  also  held  in  that  case,  and  in  vs.  Johnson,  86  Fed.  Rep.  757. 
Justh  vs.  Holliday,  11  Wash.  L.  When  the  ciistomer's  order  (by 
Rep.  418,  in  a  transaction  in  stocks,  telegraph)  on  its  face  shows  that  an 
that  a  Broker  in  a  case  of  the  kind,  actual  sale  of  stock  "short"  was 
was  to  be  considered  a  principal,  intended,  he  must,  to  prove  that  a 
and  not  an  agent.  transaction  thereunder  was  a  gam- 
in Illinois  an  option  as  to  the  time  bling  one,  show  that  there  was  no 
of  delivery,  and  the  settlement  of  intent  both  of  himself  and  the  Bro- 
difTerences  on  such  a  contract,  does  ker  to  have  an  actual  sale  and  de- 
not  make  it  a  wagering  one  under  livery.  Boyle  vs.  Henning,  121 
the  Illinois  statute,  and  an  Illinois  Fed.  Rep.  376. 
Broker  may  recover  advances  and  ^  Durant  vs.  Burt,  98  Mass.  161. 
commissions  from  a  Wisconsin  citi- 
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it  was  held  that  such  contracts  were  not  only  void  bnt  il- 
legal by  the  common  law  of  Massachnsetts  (which  was  the 
law  applicable  to  the  case,  there  being  no  evidence  of  the 
common  law  of  Illinois),  and  that  Brokers  who  knowingly 
made  such  contracts  could  not  recover  for  advances  or 
commissions.^ 

Nor  can  a  principal  recover  from  a  Stock-broker  the 
amount  of  margins  deposited,  nor  the  proceeds  of  sales  re- 
ceived by  the  latter,'  when  no  actual  transactions  were  in- 
tended. 

In  Barnes  vs.  Smith  ^  the  rule  of  law  was  thus  stated.  If 
there  was  an  understanding  between  customer  and  Broker 
that  no  shares  should  be  actually  delivered,  but  that  the 
Broker  should  either  make  bargains  to  that  effect  with  the 
purchaser  or  buyer,  or  that  he  should  protect  the  customer 
from  making  or  accepting  actual  delivery,  then  the  contract 
was  illegal,  and  the  Broker  could  not  recover.  But  a  mere 
expectation  on  the  part  of  Client  and  Broker  that  the  pur- 
chaser would  settle  by  paying  or  receiving  differences  when 
there  was  no  understanding  to  that  effect,  or  that  the 
Broker  should  protect  the  Client  from  making  or  receiving 
actual  delivery,  would  not  make  the  contract  illegal,  and 
the  Broker  would  be  entitled  to  his  commissions  and  ad- 
vances. 

In  a  case  in  Kentucky^  the  Court  of  Appeals  examined 

^  Harvey  vs.  Merrill,  150  Mass.  1.  ments  of  the  Brokers  it  appeared 

'  Northrup   vs.    Buffington,    171  there  was  a  taolt  agreement  tJiat  no 

Mass.  468.  cotton  was  to  be  delivered,   and 

'  159  Mass.  344.  from  the  testimony  of  the  defence 

^Sawyer  vs.  Taggart,   14  Bush  (the    principals    being    persons   of 

(Ky.),  727.    To  same  affect,  War-  limited  means  who  would  be  quite 

ren  vs.  Hewitt,  45  Ga.  201.     But  unable  to  pay  for  the  large  pur- 

when   from  the   character  of  the  chases  made  for  them)  the  contracts 

transactions,  and  from  the  state-  were  held  to  be  wagering  ones,  and 
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the  subject  in  a  very  able  and  exhaustive  opinion,  in 
which  they  reviewed  the  entire  method  of  transacting 
business  upon  the  Cotton  and  Produce  Exchanges  of 
New  York  in  a  case  where  a  Broker  was  directed  to 
make  operations  for  a  Client,  and  fully  sustained  their 
validity.  In  that  case  H.  &  Co.,  commission-merchants, 
at  various  times  directed  S.  &  Co.,  commission-merchants 
and  members  of  the  New  York  Cotton  and  Produce  Ex- 
changes, to  buy  for  their  account,  for  future  delivery, 
certain  specified  quantities  of  cotton,  pork,  and  lard. 
These  purchases,  H.  &  Co.  knew,  were  made  on  the  Ex- 
changes, subject  to  the  rules  and  regulations  of  the  trade. 
As  the  time  approached  when,  according  to  the  terms  of 
the  contracts  of  purchase,  the  goods  were  deliverable, 
H.  &.  Co.  directed  the  purchases  to  be  "  transferred "  to 
subsequent  months.  This  was  understood  and  intended  to  be 
a  direction  to  sell  the  goods,  and  purchase  a  like  quantity  for 
delivery  in  the  months  designated.  The  rules  of  the  Ex- 
changes required  that  all  contracts  should  be  made  in  the 
names  of  members ;  and,  H.  &  Co.  not  being  members,  their 
contracts  were  made  in  the  name  of  S.  &  Co.,  who  became 
liable  on  the  contracts  as  principals,  and  advanced  the 
money  necessary  to  cover  the  loss.  H.  &  Co.  failed,  and 
for  the  advances  so  made  for  them,  and  brokerage  and 
other  expenses,  S.  &  Co.  made  claim  against  their  assignee. 
Payment  was  resisted  on  the  ground  that  the  transactions 
were  mere  illegal  wagers,  to  be  settled  by  the  payment  of 
"  diflferences."  In  each  instance  it  was  shown  that  S.  & 
Co.  entered  into  agreements  with  third  persons,  and  the 

the  Brokers  not  entitled  to  recover,  show  the  real  nature  of  the  trans- 
Although  the  contract  was  in  writ-  actions.  Beadles  vs.  McElrath,  3 
ingy  parol  evidence  was  admitted  to  S.  W.  Rep.  152;  85  Ky.  230. 
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transactions  were  carried  on  in  a  manner  similar  to  the 
metbod  of  doing  business  on  the  Stock  Exchange. 

S.  &  Co.  having  thus  shown  that  they  entered  into  con- 
tracts valid  on  their  face  for  the  purchase  of  the  goods  they 
were  directed  by  H.  &  Co.  to  buy  ;  that,  pursuant  to  direc- 
tions, they  resold  the  same,  and  delivered  to  the  purchasers 
delivery  orders  which  they  had  received ;  and  that  on  such 
resales  there  were  losses,  which  they  paid — the  court  held 
that  they  made  out  a  clear  prima  facie  right  to  recover; 
that  the  fact  that  some  of  the  persons  with  whom  S.  &  Co. 
made  contracts  for  purchases  had  not  the  goods  contracted 
for  on  hand  at  the  times  of  entering  into  the  contracts,  and 
that  they  had  no  reasonable  expectation  of  acquiring  them 
except  by  purchasing  in  the  market,  did  not  render  the  con- 
tracts unenforceable,  much  less  vicious.  The  court  also  held 
that  the  fact  that  the  purchaser  for  future  delivery  did  not 
intend  to  receive  and  pay  for  the  goods,  but  to  resell  them 
before  the  date  of  the  delivery,  furnished  no  ground  for 
holding  that  it  was  tacitly  understood  the  contract  was  not 
to  be  performed,  and  was  to  be  settled  by  the  payment  of 
differences. 

The  couil  cited,  to  sustain  this  last  proposition,  the  case  of 
Ash  ton  vs.  Dakin.^  In  that  case  the  plaintiff,  a  Stock-broker, 
was  directed  by  the  defendant  to  buy  for  him  certain  stock 
for  future  delivery,  which  was  done  through  another  Broker, 
who  made  the  contract  in  his  own  name,  and  became  liable 
for  its  performance.  Before  the  day  of  delivery  the  defend- 
ant ordered  the  stock  to  be  sold,  and  it  was  sold  at  a  loss, 
which  the  Broker  paid.  The  plaintiff  repaid  the  Broker, 
and  brought  his  action  for  the  amount.    The  defendant 

» 4  Hurl.  &  Norm.  867. 
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pleaded  that  the  transaction  ivas  a  mere  wager  on  the  mar- 
ket price  of  the  stock.  The  arbitrators  found  that  the  d^ 
fendant  never,  in  fact,  intended  to  take  a  transfer  of  the 
stock,  and  that  the  plaintiff  was  fully  aware  of  this  when 
the  orders  were  given,  and  that  they  were  given  and  ac- 
cepted on  the  implied  terms  and  understanding  that  the 
plaintiff  should  not  be  called  on  by  the  defendant  to  deliver 
the  stock  or  any  part  thereof,  and  that  he  should  not  be 
called  on  to  receive  or  pay  for  it ;  but  that  it  should  be  re- 
sold by  the  plaintiff  before  the  time  of  payment  arrived,  and 
the  defendant  should,  on  the  resale,  either  pay  or  receive 
the  difference,  after  debiting  him  with  the  plaintiff's  charges 
on  the  purchase  and  resale.  The  court  held  that  this  was 
not  a  gaming  transaction.' 

In  the  case  of  Marshall  vs.  Thurston '  a  suit  was  brought 
by  a  bank  upon  notes  given  for  money  advanced  by  it.  The 
defence  interposed  was,  that  the  defendant  having  been  en- 
gaged in  speculating  in  the  future  prices  of  Tennessee  State 


*  In  the  following  cases  the  de-  Ins.  Co.  vs.  Watson,  90  Fed.  Rep. 
fence  of  wager  was  sustained:  Pick-  653.  Cases  in  grain  dealings  in 
ering  vs.  Cease,  79  111.  328;  Lyon  vs.  which  the  defence  of  wager  was  not 
Culbertson,  83  id.  33;  Waterman  vs.  sustained,  are,  Powell  vs.  MoCord, 
Buckland,  1  Mo.  App.  45;  Rourke  121  111.  330;  Ware  vs.  Jordan,  25  111. 
vs.  Short,  34  Eng.  L.  &  Eq.  219.  On  App.  534;  Champlain  vs.  Smith,  164 
examination,  however,  these  cases  Pa.  St.  481.  Although  the  Broker 
will  be  foimd  to  be  "optional  con-  has  a  verdict  in  his  favor,  the  judg- 
tracts'*  in  an  illegal  sense,  i.  e.  spec-  ment  thereon  will  be  reversed,  and 
ulations  in  the  differences  of  market  the  case  remanded  by  reason  of 
values,  the  seller  having  the  privi-  erroneous  instructions.  Pardridge 
lege  of  delivering  or  not  delivering,  vs.  Cutler,  168  HI.  504;  Riebe  vs. 
and  the  buyer  the  privilege  of  call-  Hellman,  69  HI.  App.  22. 
ing  or  not  calling  for  the  subject-  'Supreme  Ct.  of  Tenn.;  reported 
matter  of  the  contract,  as  they  saw  in  10  Cent.  L.  J.  242.  See  also 
fit.  In  the  following  case,  in  deal-  Vanderpoel  vs.  Keams,  12  £.  D. 
ings  in  cotton,  the  defence  of  wager  Smith,  170. 
was   also  sustained.     Mutual   Life 
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bonds,  the  notes  in  suit  were  given  for  the  differences  due 
on  settlement ;  and  the  question  arose  whether  the  bank's 
furnishing  the  money  to  the  defendant  had  any  necessary 
connection  with  the  speculative  transactions  in  bonds.  The 
court,  at  the  trial,  instructed  the  jury  that  if  defendant,  in 
his  gaming  transactions,  had  sustained  losses,  ''and  the 
bank,  at  his  request,  paid  the  amount  of  such  losses,  or  if 
the  bank  paid  such  losses  without  being  requested,  and  de- 
fendant afterwards  ratified  its  action,  and  gave  his  notes  for 
the  amount  so  paid,  such  amount  can  be  recovered  of  him 
in  this  action  ; "  but  "if  the  bank  furnished  defendant  with 
money  for  the  purpose  of  enabling  him  to  engage  in  an  un- 
lawful undertaking,  it  could  not  recover  of  him  the  amount 
so  furnished."  Both  these  instructions  were  sustained  as 
unexceptionable  by  the  appellate  court.  In  response  to  the 
suggestion  that  mere  knowledge  on  the  part  of  the  bank  of 
the  intended  use  of  the  money  by  defendant  would  make  it 
an  aider  and  abettor  in  the  gambling.  Cooper,  J.,  explained 
that  the  test  in  such  cases  is  whether  the  plaintiff  requires 
any  aid  from  the  illegal  transaction  in  order  to  establish  his 
claim,  or  whether  he  was  in  fact  a  participant  in  the  illegal 
transaction.  And  a  recovery  by  the  bank  was  allowed  in 
that  case,  because  no  such  participation  appeared.^ 

Since  the  enactment  in  Tennessee  of  L.  1883,  ch.  251, 
aupray  such  a  note  is  void  even  in  the  hands  of  an  innocent 
holder  for  value  before  maturity.'  It  was  held  in  the  same 
State  that  dealing  in  cotton  futures,  where  the  intention  of 
the  parties  was  that  there  should  be  no  delivery,  was  wager- 
ing, and  that  cotton  factors  could  not  recover  advances,  al- 
though they  only  acted  as  agents.'* 

^  See  also  Hatch  vs.  Douglas,  16  >  Snoddy  vs.  Bank,  88  Tenn.  573. 
Am.  Law.  Rev.  181 .  '  Beadles  vs.  Ownby,  84  Tenn.  424. 
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This  decision  was  followed  in  Dunn  vs.  Bell*  where  it 
was  held,  however,  that  any  winnings  paid  to  the  customer 
may  be  set  off  as  against  the  margin  deposits.  In  Me- 
chanics' Bank  vs.  Duncan'  it  was  held,  in  the  same  State, 
that  notes  given  by  Stock-brokers  to  plaintiff  for  profits 
on  stock  dealings  and  margins  deposited,  could  not  be  re- 
covered, the  dealings  being  clearly  gambling  ones  without 
any  intention  to  deliver,  and  the  consideration  being  there- 
fore in  part  illegal. 

In  a  well  considered  case  in  Indiana^  where  the  authori- 
ties are  fully  reviewed,  it  was  held  that  commission  mer- 
chants in  grain  were  entitled  to  recover  advances  and 
commissions,  when  they  intended  in  good  faith  to  make 
delivery,  although  the  customer  only  intended  to  gamble. 

And  in  Fisher  vs.  Fisher  ^  it  was  held  that  an  allegation 
in  an  answer  that  a  note  given  by  defendant  to  plaintiff 
Brokers  was  given  for  an  illegal  consideration,  viz.,  the 
payment  of  margins  on  wheat  that  had  never  been  de- 
livered to  defendant,  was  bad,  as  the  mere  payment  of  mar- 
gins did  not  vitiate  the  contract. 

In  the  State  of  New  York  it  was  held  in  Earl  vs.  Howell' 
that,  notwithstanding  the  statute  against  wagering,  a  Stock- 
broker was  entitled  to  recover  the  balance  of  his  account 
with  his  Client,  even  though  he  arranged  to  settle  for  ^^  dif- 
ferences "  only,  as  he  was  not  a  principal,  notwithstanding 
that  he  did  not  ask  for  the  usual  margin,  and  therefore  the 
wagering  act  did  not  apply. 


^85Tenn.  581.  Schmueckle  vs.  Waters,  125  Ind. 

'  36  S.  W.  Rep.  887.  265,  where  a  speculative  transac- 

'Whitesides  vs.  Hunt,  97  Ind.  tion  in '' Bohemian  oats"  was  held 

191-210.  to  be  of  a  gambling  nature. 

M13      Ind.      474.       See  also       » 14  Abb.  N.  C.  474. 
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And  when  it  appeared  that  the  Client  intended  that 
stocks  should  be  actually  bought  by  her  Brokers^  and  hdd  by 
them  subject  to  her  order  for  sale,  and  after  they  had  been 
sold  that  differences  might  be  settled,  it  was  held  in  Cun- 
ningham vs.  Stevenson^  that  such  a  transaction  was  not  a 
gaming  contract,  and  that  plaintifTs  action  for  conversion 
of  stock  by  the  Brokers  was  maintainable. 

In  Yischer  vs.  Bagg'  it  was  held  that  an  agreement  be- 
tween Client  and  Broker  to  buy  stock  on  joint  account^ 
the  defendant  Broker  to  carry  it  until  a  sale  was  agreed  on 
between  them,  was  not  a  wagering  contract.  Expectation 
of  a  ''  rise  "  in  the  price  did  not  make  it  an  unlawful  one,  as 
most  people  buy  stock  with  a  view  to  seUing  it  at  a  better 
price. 

In  D  wight  vs.  Badgley^  it  was  held  that  when  a  cus- 
tomer positively  testified  that  it  was  understood  between 
him  and  his  Brokers  that  they  were  to  buy  and  sell  wheat 
on  options  and  settle  by  differences,  and  there  was  no 
evidence  that  plaintiff  Brokers  owned  any  grain  or  pur- 
chased any  for  delivery  to  the  customer,  it  was  error  to 
direct  a  verdict  for  plaintiff  as  there  was  a  question  of  fact 
for  the  jury  presented  by  the  evidence.  When  a  com- 
plaint avers  that  there  was  no  intent  to  deliver  wheat 
in  contracts  for  future  sale  thereof,  but  that  differences 
only  were  to  be  settled,  it  sufficiently  states  a  cause  of 
action  by  a  customer  to  recover  moneys  paid  to  defendant 
Brokers  in  such  transactions.^ 

In  Nichols  vs.  Lumpkin '^  it  appeared  that  defendant  car- 

>  20  N.  Y.  Weekly  Digest,  82.  *  Copley  vs.  Doran  &  Wright  Co., 

»21  N.  Y.  Week.  Dig.  399,  aff'd   17  N.  Y.  St.  Rep.  dOl. 

106  N.  Y.  674.  » 19  N.  Y.  Super.  Ct.  Rep.  88. 

*  75  Hun,  174;  see  s.  c.  60  Hun, 

144. 
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ried  on  a  ^^  backet  shop  "  business  in  Boston,  and  bought 
and  sold  stocks  for  plaintiff  on  margins  without  any  actual 
delivery,  and  the  transactions  were  held  gambling  ones, 
under  the  authority  of  Irwin  vs.  Williar,  %upra^  but  that 
plaintiff  could  not  recover  the  amount  of  notes  given  to 
him  by  defendant,  as  he  should  have  disaflSrmed  the  con- 
tracts, and  sued  directly  under  the  statute. 

In  Jemison vs. Citizens'  Savings  Bank'  it  was  held  that 
cotton  Brokers  could  not  recover  for  advances  and  commis- 
sions on  future  dealings  in  cotton,  from  a  bank,  as  they 
were  bound  to  know  that  its  charter  did  not  authorize  such 
dealings. 

It  was  held  in  Peck  vs.  Doran  &  Wright  Co.,®  that  the 
evidence  showed  that  the  contracts  made  by  plaintiff,  as 
principal,  with  defendant  grain  Brokers,  were  wagering  ones 
within  the  statute,  as  plaintiff's  evidence  clearly  showed 
that  the  understanding  was  to  settle  differences  merely, 
and  that  no  deliveries  were  to  be  made,  and  this  although 
the  written  contracts  were  against  plaintiff,  who  was  held 
entitled  to  recover  the  money  lost  by  him  upon  the  con- 
tracts. But  in  Amsden  vs.  Jacobs  ^  it  was  held  that  such  a 
contract  is  not  rendered  invalid  by  a  secret  intention  of  the 
principal  to  evade  it,  unknown  to  the  Broker. 

The  cases  of  Kenyon  vs.  Luther '  and  D  wight  vs.  Badgley,* 
however,  decided  that  evidence  of  such  intention  should  be 
permitted  to  be  given,  as  it  might  aid  the  jury  in  discover- 
ing what  was  the  intention  of  the  parties ;  and  in  West  vs. 
Wright'  parol  evidence  was  held  to  be  admissible  to  show 

MIOU.  S.  499.  MSupp.  498. 

*  44  Hun,  412.  •  60  Hun,  144. 

*  57  Hun,  343.  ^  86  Hun,  436. 
« 75  Hun,  311. 
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that  the  understanding  between  the  parties  was  that  differ- 
ences only  should  be  settled.^ 

When,  under  a  custom  of  the  New  York  Produce  Ex- 
change and  the  Chicago  Board  of  Trade,  the  plaintiff 
Brokers  canceled  their  customers'  contracts  and  substituted 
themselves  in  place  of  the  released  parties,  it  was  held  in 
Kent  vs.  Wood  hull'  that  the  contract  was  reduced  to  a 
mere  wagering  one,  although  valid  in  its  inception.  So 
also  when  it  was  the  understanding  of  the  parties  that  there 
was  to  be  no  actual  delivery  of  coffee,  the  contract  is  a 
wagering  one,  although  made  under  the  Coffee  Exchange 
rules,  which  required  actual  delivery.^  And  transactions 
in  grain  and  coffee  are  not  illegal  because  the  customers 
secretly  intended  to  gamble,  when  the  Brokers  intended 
delivery.* 

When,  however,  defendant  Stock-brokers  charged  their 
customers,  who  ordered  stocks  bought,  with  the  market 
price  on  their  books,  and  in  like  manner  credited  the  market 
price  to  customers  who  ordered  stocks  sold,  and  bought  or 
sold  shares  to  equalize  the  contracts,  the  contracts  were 
gambling  ones,  and  margins  deposited  by  the  customer 
might  be  recovered.** 

When  although  in  the  inception  of  stock  transactions 

*  See  also  Cyrus  vs.  Portman,  1  actions,  the  burden  is  on  the  cus- 

City  Ct.  Rep.  (Supp.)  1  (contract  for  tomer,  in  an  action  by  the  Broker 

the  future  delivery  of  cotton  valid,  for  losses,  to  show  that  no  delivery 

when  made  in  good  faith).    The  was  intended  (La  Gar  vs.  Carey,  12 

illegality  of  such  a  contract  should  St.  Rep.  171,  aflf'd  120  N.  Y.  647) 

be  pleaded  (lb.)  and  the  intention  ^23  J.  dc  S.  311. 

of  the  parties  is  for  the  jury  (lb.  ■  Mackey  vs.  Rausch,   15  N.  Y. 

and  Ball  vs.  Davis,  1  St.  Rep.  517),  Supp.  4. 

otherwise  if,  on  the  admission  of  the  *  Hentz  vs.  Miner,  18  Supp.  880. 

parties,  the  transactions  in  stocks  *  Smith  vs.  New  York  Stock  and 

are  gambling  ones  (Fleet  vs.  Wem-  Produce  Clearing  House  Co.,  Ltd., 

berg,  2  City  Ct.  421).     In  oil  trans-  25  N.  Y.  Supp.  261. 
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only  diflFerences  were  to  be  settled,  yet  when  the  Brokers 
subsequently  at  the  customer's  request  actually  bought  and 
sold  stocks,  they  are  not  wagering  ones.^ 

If  the  Broker  is  privy  to  a  gambling  contract  in  oil,  he 
is  a  stakeholder  within  the  New  York  statute  against  gam- 
bUng,  and  margins  may  be  recovered  from  him  by  the 
customer,  but  to  do  so  the  latter  must  repudiate  the'  con- 
tract and  sue  for  the  stake.^ 

When  defendant  Stock-broker  purchased  stocks  on  the 
written  order  of  his  customer  who,  not  being  able  to  pay 
therefor,  left  them  with  the  Broker  as  security,  and  di- 
rected the  latter  to  sell  them  if  they  reached  a  certain  fig- 
ure, which  they  never  did,  but  declined  to  a  figure  below 
the  purchasing  price,  it  was  held,  that  the  customer  was 
not  entitled  to  a  return  of  a  deposit  left  with  the  Broker, 
on  the  ground  that  the  transaction  was  a  gambling  one, 
when  the  Broker  was  willing  to  deliver  the  stocks  on  being 
paid  the  balance  of  the  purchase  money .^ 

When,  however,  the  understanding  was  that  differ- 
ences only  were  to  be  settled,  money  deposited  with  the 
Broker  may  be  recovered  under  the  statute,  and  parol 
evidence  is  admissible  to  show  what  the  understanding 
was.* 

An  allegation  in  a  defence  that  plaintiff  Brokers  were 
dealing  in  stocks  upon  margin  deposited  by  divers  persons 
who  engaged  themselves  and  plaintiffs  in  the  risk  and 
chance  of  a  rise  or  fall  in  the  stock  market,  is  bad,  as  not 
stating  that  plaintiffs  dealt  with  defendant  in  such  trans- 

'  Whittmore  vs.  Malcomson,   16  '  Eggleston  vs.  Rumble,  20  N.  Y. 

Abb.  N.  C.  303.  Supp.  819. 

» Rockwood  vs.  Oakfidd,  2  St.  *  West  vs.  Wright,  86  Hun,  436. 
Jlep.  (N.Y.)331. 
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actions^  and  it  was  held  in  the  same  case  that  sach  transac- 
tions were  not  unlawfuL^ 

In  the  State  of  Maine  it  was  held  in  Dillaway  vs.  Alden  ' 
that  when  a  Stock-broker  always  keeiis  on  hand  a  sufficient 
quantity  of  stock  to  make  delivery  at  any  time  his  customer 
demands,  and  a  number  of  dealings  is  closed,  by  actual  deliv- 
ery dt  the  stocks  representing  the  balance,  the  transactions 
are  not  gambling  within  the  statutes  of  Massachusetts  or 
Maine,  when  it  is  not  shown  that  actual  delivery  was  never 
intended. 

In  New  Jersey  it  was  held  in  Flagg  vs.  Baldwin  •  that 
when  it  appeared  that  in  margin  transactions  between  de- 
fendant Broker  and  plaintiffs,  it  was  never  intended  that 
the  stocks  purchased  or  sold  should  become  or  be  treated 
as  the  stocks  of  plaintiffs,  the  transactions  were  wagers 
within  the  meaning  of  the  first  section  of  the  act  to  pre- 
vent gaming,^  and  a  mortgage  given  to  secure  the  Broker 
was,  under  the  third  section  of  the  act,  void.  In  that  case 
it  appeared  the  transactions  were  enormous,  and  that  plain- 
tiffs, who  speculated  their  entire  fortune,  would  be  utterly 
unable  to  pay  for  the  stocks  purchased.  Although  the 
transactions  took  place  in  New  York,  it  was  held  that  the 
common  law,  which  in  the  absence  of  other  proof  was 
the  law  of  that  State,  could  not  apply,  as  it  would  violate 
the  public  policy  of  the  State  of  New  Jersey  ai;  to  wager- 
ing." 


^  Ennis  vs.  Roes,  37  Misc.  Rep.  Div.  228,  where  it  was  held  that  a 

160;  74  N.  Y.  Supp.  860.  contract  made  in  Pennsylvania,  al-* 

'  88  Me.  230.  though  invalid  in  New  York,  was 

'  38  N.  J.  Eq.  219.  valid  by  the  common  law  in  the  ab- 

*  General  Stat.  vol.  2,  p.  1606.  sence  of  evidence  of  the  Pennsyl- 

*  See  Zeitner  vs.  Irwin,  25  App.  vania  statute. 
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In  Pratt  vs.  Boody  ^  it  was  held  that  large  transactions 
in  stocks  on  the  New  York  Stock  Exchange  by  Brokers  as 
agents  for  complainant's  intestate  were  valid,  where  deliv- 
eries were  actually  made  as  to  some  of  the  transactions,  and 
no  proof  was  offered  to  show  an  agreement  to  settle  by 
differences  merely. 

When  the  plaintiff  Broker's  testimony  showed  that  they 
intended  actual  purchases  and  deliveries,  the  contract  was 
held,  in  Missouri,  in  the  case  of  Williams  vs.  Tiedemann,* 
not  to  be  a  wagering  one,  although  the  plaintiff  intended 
merely  to  settle  differences,  and  in  Kent  vs.  Miltenberger,*  in 
a  similar  state  of  facts,  viz.,  the  purchase  of  grain  by  plain- 
tiff Brokers  for  future  delivery,  as  there  was  no  evidence 

'  35  AH.  Rep.  1113;  and  see  also  their  judgment,  although  the  con- 
In  re  Hunt,  26  Fed.  Rep.  739.  A  tracts  were  valid  in  New  York 
wife  who  assigned  to  a  Stock-broker  where  made,  and  although  the  de- 
two  mortgages  on  her  separate  fendants  were  not  residents  of  New 
property,  and  also  gave  him  her  Jersey,  and  had  not  alleged  the 
promissory  note  secured  by  bond  gambling  nature  of  the  transae- 
and  mortgage  on  her  property  to  tions.  Minnesheimer  vs.  Doolittle, 
enable  her  husband  to  gamble  in  45  Atl.  Rep.  611.  And  transao- 
stocks,  may  sue  to  have  them  trans-  tions  in  stocks,  by  New  York  Bro- 
ferred  to  her  by  the  Broker's  as-  kers,  are  gambling  ones,  when  in  a 
signee.  Tantum  vs.  Arnold,  15  long  series  of  such  dealings  there  is 
Stew.  (N.  J.)  60.  no  actual  delivery  to,  or  receipts  of 

And  where  the  transactions  are  stocks  by,  the  customer,  although 

clearly  gambling  in  futures  on  the  the  Brokers  actually  bought  and 

New  York  Ck>tton  Exchange,  from  sold  the  stocks,  in  the  former  case 

the  fact  that  the  margins  furnished  there  being  actual  delivery  thereof 

were   entirely    disproportionate  to  to  them,  and  in  the  latter  case  there 

the  large  amount  of  the  dealings,  being  an  actual  delivery  (either  of 

and  the  fact  that  deliveries  were  not  stock  in  their  p>ossession,  or  of  stock 

to  be  made  till  several  months  had  borrowed  for  the  purpose)  by  them, 

elapsed,  so  that  each  transaction  When,  however,  in  one  transaction 

could    be    covered    by    a    counter  there  was  an  actual  delivery  to  the 

transaction,  the  New  Jersey  courts  customer,  such  a  dealing  was  valid, 

will  not   aid    New  York   Brokers  Sharp  vs.  Stalker,  52  Atl.  Rep.  1120. 

who    had    obtained    a    judgment  '  6  Mo.  App.  Rep.  269. 

against  their  principal,  to  recover  '13  Mo.  App.  Rep.  503. 

38 
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of  an  agreement  to  settle  differences  merely,  the  contract 
was  held  valid,  althongh  defendant  testified  he  only  in- 
tended to  settle  by  payment  of  differences,  and  that  this 
intention  was  known  to  plaintiffs.  It  was  also  held  that 
the  burden  was  on  defendant  of  proving  the  invalidity  of 
the  contract,  which  was  valid  on  its  face.  The  court,  how- 
ever, reversed  a  judgment  for  plaintiffs  and  remanded  the 
case  on  the  ground  that  they  had  given  no  evidence  of  the 
average  market  value  of  wheat  on  the  day  of  settlement  in 
accordance  with  a  rule  of  the  Exchange,  and  that  the  bur- 
den was  on  them  to  do  so. 

It  was  held  in  Third  National  Bank  vs.  Tinsley^  that, 
although  a  wagering  contract  in  grain  to  settle  for  differ- 
ences only,  was  void  as  contra  bona  moresj  it  did  not  come 
within  the  gaming  statute  of  Missouri,  and  notes  given  to 
the  Broker  were  recoverable  in  the  hands  of  a  bona  Jide 
holder  for  value  without  notice,  and  this  decision  was  fol- 
lowed in  Third  National  Bank  vs.  Harrison,  supi*a? 

When  the  intention  of  the  parties  is  that  grain  dealings 
are  to  be  settled  by  differences  only,  the  transactions  are 
void,^  and  the  Broker  cannot  enforce  recovery  on  the  ground 
that  he  was  merely  an  agent,  when  it  was  shown  that  he 
wsis  particeps  criminis^  and  was  the  instigating  cause  of  the 
wagering  transactions.* 

When  the  answer  to  a  complaint  by  a  Broker  against  his 
principal  avers  that  the  contracts  to  purchase  grain  made  by 
the  Broker  with  the  unknown  vendor  were  wagering  ones, 

*  See  the  decision  cited  in  Third  317;  Ream  vs.  Hamilton,  id.  577; 

National    Bank    vs.    Harrison,    10  Van  Blarcom  vs.  Donovan,  16  Mo. 

Fed.  Rep.  249,  aff'd  11  Mo.  App.  535. 

498.  ^  Ream  vs.  Hamilton,  Mcdean  vs. 

"  10  Fed.  Rep.  243.  Stuve,  supra. 

■  McClean  vs.  Stuve,  15  Mo.  App. 
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it  is  sufficient,  and  it  is  not  necessary  to  allege  that  the 
prindpal  intended  the  transactions  to  be  gambling  ones, 
and  the  Broker  cannot  recover  on  a  note  given  by  his 
principal.^ 

When  there  is  no  evidence  of  intention  not  to  deliver,  the 
question  as  to  vehether  transactions  in  grain  for  future  de- 
livery were  wagering  ones,  should  not  have  been  submitted 
to  the  jury.* 

When  it  is  the  understanding  not  only  between  the  prin- 
cipal and  his  Brokers,  but  also  between  the  latter  and  those 
with  whom  they  dealt  that  grain  transactions  were  merely 
to  be  settled  by  differences  only,  the  Brokers  cannot  recover, 
distinguishing  Cockrell  vs.  Thompson,'  but  a  note  given  by 
the  principal  to  the  Broker  may  be  recovered  by  an  inno- 
cent holder  for  value  before  maturity,  as  such  a  note  is  not 
within  the  gambling  statute  rendering  notes  void  which  are 
given  for  money  or  property  won  at  games.* 

But  the  principal,  in  order  to  defeat  the  Broker's  right  to 
recover,  must  not  only  show  that  he  intended  an  option 
deal  in  grain,  but  that  the  Broker,  and  those  with  whom 
he  dealt,  also  so  intended.' 

*  Buckingham  vs.  Fitch,  18  Mo.  Taylor  vb.  Penquite,  35  Mo.  App. 
App.  91.  389. 

'  Cummiskey    vs.    Williams,    20  It  was  held  in  Wright  vs.  Fonda, 

Mo.  App.  606.  44  Mo.  App.  644,  that  whether  a 

'  85  Mo.  713.  transaction  in  grain  was  a  wagef 

*  Crawford  vs.  Spencer,  92  Mo.  or  not,  was  for  the  jury. 

498.  When  principal  and  Broker  both 

*  Teasdale  vs.  McPike,  25  Mo.  intend  that  cotton  is  not  to  be  pur- 
App.  341.  A  Broker  in  wheat  for  chased  or  sold,  the  latter  cannot  re- 
future  delivery  is  entitled  to  his  ad-  cover  for  advances  or  commissions, 
vances  and  commissions,  although  Hill  vs.  Johnston,  38  Mo.  App.  383. 
he  knows  that  his  principal  intended  In  the  last  cited  case  the  court  ad- 
gambling,  unless  the  party  with  verted  to  the  fact  that  the  decision 
whom  the  Broker  contracted  under-  in  Crawford  vs.  Spencer,  supra,  had 
stood  the  transaction  to  be  a  wager,  taken  a  step  in  advance  of  previous 
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In  the  State  of  Minnesota  it  has  been  held  in  Mohr  vs. 
Miesen,^  that  grain  Brokers  who  know  that  their  customer 
intends  gambling  in  ^^  futures,"  cannot  recover  for  advances 
and  commissions,  and  the  court  may  consider  all  the  circum- 
stances surrounding  the  transactions  for  the  purpose  of 
ascertaining  such  knowledge  on  the  Broker's  part. 

In  the  last  cited  case  the  contract  was  made  in  Wisconsin, 
and  the  decision  was  made  in  accordance  with  the  principles 


decisions  in  making  the  understand-  263;  Schmner  vs.  Orr,  55  Mo.  App. 

ing  or  intent  of  the  parties  the  cir-  406. 

cumstance  which  vitiated  the  con-  But  these  decisions  must  be  con- 
tract, and  not  merely  their  unhiwful  sidered  as  overruled  by  the  decision 
agreement.  It  was  held  in  Connor  in  Connor  vs.  Black,  119  Mo.  126; 
vs.  Heman,  44  Mo.  App.  346,  that  132  Mo.  150,  where  it  was  held  that 
an  instruction  by  the  court  that  if  grain  Brokers  could  not  recover, 
the  parties  mutually  agreed  and  when  the  principal  did  not  intend 
understood  that  there  was  to  be  no  delivery,  whether  the  Broker,  or  the 
delivery  of  wheat,  the  Broker  could  purchaser  of  the  grain  sold  by  them, 
not  recover,  was  not  erroneous,  as  knew  of  the  vendor's  intention  or 
the  word  "understood"  was  tantar  not. 
mount  to  the  word  ** intended.**  When      Stock-brokers      bought 

When  a  Broker  sold  oats  in  Sep-  stocks  for  their  customer  through 
tember,  to  be  delivered  in  the  fol-  Brokers  in  New  York  city,  the  con- 
lowing  May,  but,  on  the  death  of  his  tract  was  held  a  New  York  one,  and 
principal,  closed  out  the  transaction  the  presumption  being,  in  the  ab- 
in  October  at  a  loss,  instead  of  wait-  sence  of  contrary  proof,  that  the 
ing  till  May,  when  the  oats  were  to  common  law  prevailed  in  New 
be  delivered,  it  was  held  in  Scott  York,  the  Brokers  were  hdd  en- 
vs.  Brown,  54  Mo.  606,  that  this  titled  to  recover,  in  the  absence  of 
circumstance,  coupled  with  the  proof  that  they  knew  that  the  cus- 
previous  dealing  of  the  parties,  tomer  intended  to  gamble.  Ed- 
stamped  the  transaction  as  a  wager-  wards  Brokerage  Co.  vs.  Stevenson, 
ing  one.  160  Mo.  516.     Where  the  evidence 

To  make  a  contract  for  the  sale  of  is  conflicting  as  to  whether  the  Bro- 

stocks  and  commodities  invalid  un-  ker  had  such  knowledge,  its  weig^it 

der  the  statute  (Rev.  Stat.  §  3931),  is  for  the  jury,  or  the  court,  when 

one  of  the  parties  must  not  have  in-  acting  as  a  jury.     Id.     To  the  same 

tended  delivery,  and  such  intention  effect  is  Gaylord  vs.  Duryea,  69  S. 

must  be  known  to  the  other  party.  W.  Rep.  607. 

Mulford  vs.  Caesar,  53  Mo.  App.  *  47  Minn.  22S. 
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of  the  common  law,  in  the  absence  of  proof  of  any  Wiscon- 
sin statute. 

And  in  McCartby  vs.  Weare  Commission  Co.,*  afSrm- 
ing  a  verdict  for  plaintifF  customers  for  the  amount  of 
profits  on  stock  transactions  alleged  to  be  due  to  them 
by  defendant  Brokers,  it  was  alleged  that  the  burden  was 
upon  the  party  alleging  that  the  transactions  were  gambling 
ones  of  proving  such  allegation,  and  if  the  plaintiffs  acted 
in  good  faith,  they  might  enforce  the  contracts. 

In  Mississippi  it  was  held  in  Clay  vs.  Allen  ^  that  where 
either  party  intended  delivery  of  cotton  in  the  future,  he 
was  entitled  to  the  benefit  of  the  contract  whatever  might 
be  the  intention  of  the  other  party,  and  when  the  princi- 
pal alleged  that  the  contract  was  a  wagering  one,  he  should 
prove  it.  As  the  transaction  in  this  case  occurred  prior 
to  the  passage  of  the  act  of  1882,  prohibiting  dealing  in 
"  futures,"  the  construction  of  the  act  was  not  involved  in 
the  case. 

In  California  it  was  held  that  an  agreement  between 
Brokers  by  which  one  purchased  and  sold  stocks  for  account 
of  the  other,  advanced  money  for  the  purpose,  and  paid 
assessments  on  the  stock  purchased,  did  not  violate  the  con- 
stitutional provision  as  to  purchase  of  stocks  on  margins,^ 
but  when  the  customer  simply  receives  or  pays  differences, 
and  the  Broker  holds  the  stock  bought  as  security  for  ad- 
vances, the  transactions  were  within  the  constitutional  pro- 
vision, and  the  Broker  could  not  recover  advances  or  com- 
missions, but  the  customer  might  recover  moneys  paid 
to  the  Broker,*  but  not  interest  thereon.'    The  question 

>  91  N.  W.  Rep.  33.  *  Wetmore  vs.  Barrett,  103  Cal. 

*63  Miss.  426.  246. 

•  Kutz  vs.  Fleisher,  67  Cal.  93.  *  Baldwin  vs.  Zadig,  104  Cal.  694. 
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as  to  whether  the  constitution  has  been  infringed  is  one  of 
fact.^  The  constitutional  provision  does  not  violate  the 
Federal  Constitution,  as  although  it  does  not  distinguish  be- 
tween legitimate  and  gambling  contracts,  it  is  none  the  less 
a  proper  police  regulation,  and  the  court,  in  construing  it, 
will  protect  lawful  transactions.' 

When  the  principal  becomes  insolvent  and  dies,  his  right 
to  recover  margins  paid  to  Stock-brokers  under  the  con- 
stitutional provision,  survives  to  his  assignee.' 

There  have  been  several  decisions  in  the  State  of  €^r- 
gia  as  to  speculations  in  cotton  "  futures."  Such  dealings 
have  been  held  gaming  contracts  and  void.*  A  principal 
may  recover  deposits  with  a  Broker  in  illegal  grain  trans- 
actions, but  not  profits.'  But  a  demand  for  deposits 
made  in  gambling  stock  and  produce  transactions,  must 
first  be  made.'  Losses  sustained  in  buying  or  selling 
"  futures "  cannot  be  recovered.'  A  note  given  in  illegal 
transactions  in  cotton  futures  is  void  and  cannot  be  re- 
covered.' 

In  Maryland  the  principle  of  the  decision  in  Irwin  vs. 
Williar*  was  followed,  and  it  was  held  that  Brokers  in 
stocks  and  grain  could  not  recover  for  commissions  and  ad- 
vances in  gambling  contracts,  as  they  were  particepa  orimr 
mis,  and  it    was  competent  for  the  plaintiff  to  give  evi- 

^  Kullmen  vs.  Simmens,  104  Cal.       ^  Cunningham  vs.  Bank,  71  Ga. 

595.  400;  75  Ga.  366;  Walters  vs.  Comer, 

» Parker  vs.  Otis,  130  Cal.  322,  79  Ga.  796;  5  S.  E.  Rep.  292. 
aff'd  187  U.  S.  606.  •Clarke  vs.  Brown,  77  Ga.  606. 

•  Rued  vs.  Cooper,  109  Cal.  682.       •  Daney  vs.  Phelan,  82  Ga.  243. 
See  Maurer  vs.  King,  127  Cal.  114,       '  Lawton  vs.  Blitch,  83  Ga.  663. 
where  the  constitutional  provision       '  Benson  vs.  Warehouse  Co.,  99 

was  held  not  to  apply  to  a  condi-  Ga.  303. 
tional  delivery  of  stock  on  purchas-       *  110  U.  S.  499. 
ingland. 
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dence  showing  the  real  natare  of  the  transaction.^  It  was 
also  held  in  Billingslea  vs.  Smith'  that  a  Stock-broker 
could  not  recover  advances  when  it  was  intended  that  there 
was  to  be  no  delivery  of  stocks.  But  when  the  Broker  ac- 
tually contracts  for  the  purchase  of  stocks,  and  at  the 
Client's  request  makes  advances  to  the  purchaser,  such  ad- 
vances may  be  recovered.* 

It  has  been  held  in  Ohio  in  Eahn  vs.  Walton'  that  spec- 
ulations in  wheat  and  pork  for  future  delivery,  being  mere 
speculative  transactions  without  any  intention  to  actually 
deliver  the  property  and  therefore  gambling  transactions, 
are  illegal  and  void.  Whether  prohibited  by  statute  or  not, 
the  customer  could  not  recover  from  his  Broker  the  amount 
paid  by  him  for  margins. 

In  Alabama  it  was  held  in  Hubbard  vs.  Sayre  ^  that  at 
common  law  (in  the  absence  of  proof  of  any  New  York 
statute  to  the  contrary)  New  York  Cotton-Brokers  could 
recover  for  advances  and  commissions  on  cotton  futures, 
when  the  principal  promised  to  pay  them,  or  allowed  the 
transactions  to  proceed.  Nor  is  it  gambling  when  a  Cotton- 
Broker  merely,  to  oblige  his  customers,  deals,  in  their  name, 
in  cotton  futures  for  them,  with  a  New  York  firm.* 

In  Louisiana  Cotton-Brokers  were  held  entitled  in  Connor 
vs.  Robertson '  to  recover  for  advances  and  commissions  in 
dealings  in  cotton  for  '*  future  "  delivery,  when  they  pro- 
ceeded according  to  the  rules  of  the  New  Orleans  Cotton 
Exchange,  which  required  actual  delivery,  and^the  fact  that 
plaintiffs,  when  defendant  did  not  perform  his  contract  by 

'  Stewart  vs.  Schall,  65  Md.  289.  •  105  Ala.  440. 

»77Md.  504.  •Thompson     vs.    Maddox,    117 

•  CJover  vs.  Smith,  82  Md.  686.  Ala.  468. 

*  46  Ohio,  195.  ^  37  La.  Ann.  814. 
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actaal  delivery,  purchased  transferable  orders  from  respon- 
sible parlies  for  the  same  amount  and  qaalitj  of  cotton,  and 
delivered  same  to  their  vendees,  did  not  make  the  transac- 
tion a  wagering  one.  This  decision  was  followed  in  Groner 
vs.  Stacken,'  where  it  was  held  that  New  York  Cotton- 
Stokers,  who  had  dealt  under  the  rules  of  the  New  York 
Cotton  Exchange,  were  entitled  to  recover  advances  and 
commissions,  although,  in  previous  transactions,  the  parties 
had  settled  differences  only,  the  evidence  in  the  present 
case  showing  no  such  intention. 

In  Texas  it  was  held  in  Drouilhet  vs.  Pinckard'  that 
dealings  in  cotton  futures  were  not  gambling  transactions 
when  the  evidence  showed  that  there  was  an  intention  to  de- 
liver, although  no  delivery  was  made,  but  sales  were  made 
by  the  Broker  to  prevent  loss,  and  it  was  also  held  that  an 
agreement  to  pay  margins,  did  not  necessarily  make  the 
transaction  a  gambling  one. 

It  was  held  in  Beer  vs.  Landman"  that  a  note  given  by  a 
principal  to  Cotton-Brokers  in  payment  of  moneys  alleged 
to  be  due  in  dealings  in  cotton  futures,  was  void,  the  evi- 
dence showing  that  there  was  no  intent  to  receive  or  de- 
liver, or  that  the  principal  knew  the  other  parties  to  the 
contracts. 

And  in  Cunningham  vs.  Fairchild  *  it  was  also  held  that 
moneys  paid  by  a  principal  to  persons  engaged  in  the  busi« 
ness  of  procuring  contracts  in  cotton  "  futures,"  and  by  the 
latter  paid  tp  Cotton-Brokers  to  deal  in  such  "futures," 
without  intent  to  deliver,  could  not  be  recovered. 

When  a  contract  for  the  purchase  of  grain,  for  future  de- 


>  39  La.  Ann.  1076.  •  30  S.  VT.  Rep.  64,  726. 

» 42  S.  W.  Rep.  135.  *  43  S.  W.  Rep.  32. 
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livery,  is  on  its  face  valid,  and  the  evidence  shows  that  de- 
livery was  intended,  it  was  held  in  Nebraska,  in  Morrissey 
vs.  Bromal,^  that  such  a  contract  was  not  a  gambling  one. 
But  if  the  principal  intends  to  gamble  in  wheat  futures, 
and  such  intent  is  known  to  the  Brokers,  they  cannot  re- 
cover for  advances  and  commissions.^ 

In  Mendel  vs.  Boyd  ^  it  was  also  held  that  where  transac- 
tions in  grain  were  of  a  gambling  character,  the  Broker 
should  repay  to  a  surety  on  a  bank  cashier's  bond,  moneys 
advanced  as  margins  by  the  cashier  out  of  the  bank's  funds, 
even  though  he  was  unaware  of  the  fact  that  the  money 
belonged  to  the  bank,  but  he  was  entitled  to  credit  for  any 
sums  repaid  to  the  cashier,  which  could  be  traced  as  having 
been  received  by  the  bank. 

It  was  decided  in  the  District  of  Columbia  in  the  case  of 
Justh  vs.  HoUiday  *  that  when  neither  party  contemplated 
the  delivery  of  stocks  sold  for  future  delivery,  the  contract 
was  a  wagering  one  and  void,  although  on  its  face  it  pur- 
ported actual  delivery. 

(e.)   ''Options,*'  '' Puts,*'   '' Calls y"  ''Straddles,''  or  "Spread 

Eagles." 

Both  in  England  and  the  United  States  a  large  number 
of  transactions  in  stocks  are  made  through  the  instrumen- 
tality of  what  are  termed  "  option  "  contracts,  and  we  have 
consequently  separated  that  class  of  cases  from  the  bulk  of 

^  37  Neb.  766.  defendant  repudiate  the  contract. 

'Rogers   vs.   Marriott,   59   Neb.  Merrell  vs.  Garver,  96  N.  W.  Rep. 

759;  82  N.  W.  Rep.  21.     See  also  619. 

Sprague  vs.  Warren,  26  Neb.  326;  •  91  N.  W.  Rep.  860. 

Watte   vs.   Wickersham,   27   Neb.  ^  2  Mackey's  Rep.  346. 
457.     It  is  not  necessary  that  the 
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decisions  in  which  the  defence  of  wager  has  been  inter- 
posed, although,  as  we  shall  see,  these  "  options  "  are  not 
treated  diflferently  from  other  wagering  contracts  by  the 
courts,  where  it  appears  that  they  are  mere  covers  for  gam- 
bling operations,  and  the  parties  to  them  contemplate  and 
intend  that  mere  ^'  differences  "  shall  be  paid. 

An  "  option,"  in  the  sense  of  the  present  work,  may  be 
explained  as  a  contract  by  which  A,  in  consideration  of  the 
payment  of  a  certain  sum  to  B,  acquires  the  right  or  privi- 
lege of  buying  from  or  selling  to  B  specified  securities  at 
a  fixed  price  within  a  certain  time.^ 

These  options  are  of  three  kinds — viz.,  "  calls,"  "  puts," 
and  "  straddles,"  or  "  spread-eagles."  ^  A  "  call "  gives  A 
the  option  of  calling  or  buying  from  B,  or  not,  certain  se- 
curities. A  "  put "  gives  A  the  option  of  selling  or  deliv- 
ering to  B,  or  not,  certain  shares  of  said  securities.  A 
"  straddle,"  or  ''  spread-eagle,"  is  a  combination  of  a  "  put " 
and  a  "  call,"  and  secures  to  A  the  right  to  buy  of  or  sell 
to  B,  or  not,  a  certain  number  of  shares  of  specified  securi- 
ties.^ 

These  optional  contracts  are  recognized  both  in  the  rules 
of  the  London  *  and  of  the  New  York  Stock  Exchange.* 

Option  contracts,  or  "putting  or  receiving  stock"  (to 
use  the  words  of  the  statute),  that  is,  contracts  to  pay  or 
receive  a  certain  sum  of  money  for  the  liberty  to  deliver,  or 
not  to  deliver,  or  to  accept  or  refuse,  a  certain  quantity  of 
stock  on  a  given  day,  were  prohibited  in  England  by  the 

»  Story  vs.  Salomon,  71  N.  Y.  420;       '  Id. 
see  also  opinion  of  Van  Hoesen,  J.,       '  Id. 

in  court  below,  6  Daly  (N.  Y.),  531 ;       *  Rule  76,  London  Stock  Exch. 
Yerkes vs. Salomon,  11  Hun (N.Y.),       'Arts.  XXIII.  XXXI.  XXXIL 
471 ;  Harris  vs.  Tumbridge,  83  N.  Y.  Const.  N.  Y.  Stock  Exch. 
93. 
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firat  section  of  the  Stock-jobbing  Act  (7  Geo.  II.  c.  8).*  Such 
a  contract  was  declared  void,  the  money  paid  was  recover- 
able, and  both  parties  were  subject  to  a  penalty  unless  the 
money  were  refunded,  fiut  this  statute  was,  as  has  been 
stated,  repealed  in  1860  by  the  23d  and  24th  Vict.  c.  28. 
The  Stock-jobbing  Act  did  not  apply  to  shares,  or  to 
foreign  stocks,  so  that  ^'  option  "  contracts  in  such  securi* 
ties  were  not  illegal  under  the  Stock-jobbing  Act,  and,  since 
its  repeal,  option  contracts  in  stocks  are  valid.  Such  con- 
tracts have  been  held  not  to  be  of  a  gambling  nature,  but 
see  the  observation  of  Lord  Esher  cited  in  footnote.' 

It  is  perfectly  plain  that  in  England,  as  in  the  United 
States,  these  options  frequently  represent  real  transactions, 

^  London  Stock  Exchange  Com-  were  entitled  to  recover  the  agreed 
mission  Report,  1878,  pp.  20-22;  sum,  and  that  it  was  immaterial 
Cavanagh's  Law  of  Money  Securi-  whether  plaintiffs  should  be  deemed 
ties,  2nd  ed.  p.  532;  Stutfield's  principals  or  agents. 
''Law  of  Betting,  Time  Bargains  Mr.  Stutfield  inhis  workon'^Bet- 
and  Gaming,"  3d  ed.  ting,  Time  Bargains  and  Gaming/' 

'  In  Sadd  vs.  Foster,  13  T.  L.  R.  gives  his  reasons  for  the  view  that 
207,  where  Stock-brokers  sued  options  are  not  in  the  nature  of 
their  principal  for  a  balance  due  out  wager  contracts, 
of  a  "put  and  call  option,"  and  the  If  the  intention  of  the  parties  is  to. 
defence  was  that  plaintiffs  had  settle  "differences,"  the  contract 
bought  the  shares  as  principals  and  will  not  be  rendered  valid  by  the 
not  as  agents,  it  was  held  (per  Lord  fact  that  the  parties  have  the  option 
Esher,  M.  R.)  that  plaintiffs  were  to  demand  acceptance  or  delivery 
entitled  to  recover,  as  it  was  a  of  the  shares.  Universal  Stock  Ex- 
modified  transaction  of  principal  change  vs.  Strachan,  (1896)  A.  C. 
and  agent,  and  that  plaintiffs  had  166;  In  re  Gieve,  (1899)  1  Q.  B.  794. 
exercised  the  option  which  had  been  See  also  In  re  South  African  Trust 
given  them.  Lord  Esher  added,  &  Finance  Co.,  74  L.  T.  769  (as  to 
however,  that  "For  some  reason  damages  for  breach  of  an  option 
which  he  did  not  understand  it  had  contract,  in  which  case  the  question 
been  held  that  such  a  transaction  of  gambling  was  not  raised);  Stut- 
did  not  amount  to  gambling."  field  on  "  Rules  of  the  Stock  Ex- 
Lopes  and  Chitty,  L.  JJ.,  concurred  change,"  52.  And  see  Hargreaves 
in  affirming  the  judgment  for  plain-  vs.  Parsons,  13  M.  &  W.  561. 
tiffs,  but  on  the  ground  that  they 
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and  that  there  may  be  a  honafide  intention  of  delivering  or 
receiving  stocks  when  they  are  issaed.  As  it  has  been  well 
said/  "  Let  us  suppose  a  person  who  is  possessed  of  certain 
securities  to  be  desirous  of  selling  if  he  could  get  a  bid,  say 
one  per  cent  higher  than  the  present  price,  and  to  be  at 
the  same  time  desiroas  of  doubling  his  holding  if  he  could 
buy  at  a  price  one  per  cent  lower.  If  he  gives  his  instruc- 
tions in  this  form  to  his  Broker,  it  may  well  happen  that 
the  price  does  not  fluctuate  sufBlciently  to  make  it  possible 
to  cany  oat  either  transaction.  But  the  same  practical  re- 
sult may  be  attained  with  certainty  by  the  owner  of  the 
securities  taking  a  one  per  cent  price  for  the  pat  and  call 
of  them,  for  the  money  thus  received  would  be,  as  it  were, 
a  reduction  of  one  per  cent  in  the  purchase  price  if  the 
security  is  put  upon  him,  and  would  equally,  as  it  were,  go 
to  increase  the  selling  price  if  it  is  called  from  him.  There 
is,  of  course,  this  difference,  that  if  the  security  is  at  pre- 
cisely the  same  price  on  the  option  day  as  on  the  day  the 
bargain  was  made,  it  may  happen  that  the  security  is 
neither  put  nor  called,  and  in  that  case  the  owner  will  have 
Secured  his  one  per  cent  without  further  liability,  and  be 
in  a  position  to  repeat  the  process.  Under  such  circum- 
stances, the  option  could  not  be  said  to  be  void  as  a  wager." 

And  these  observations  are  equally  forcible  when  applied 
to  dealings  in  stock  options  in  the  United  States,  many,  if 
not  most  of  them,  being  issued  under  the  circumstances 
above  disclosed. 

In  Story  vs.  Salomon^  the  cause  of  action  was  based 
upon  what  is  known  as  a  "  straddle  " — ^i.  e.,  a  double  privi- 

>  Law  and  Customs  of  Stock  Ex-       » 71  N.  Y.  420. 
change,  by  Melsheimer  and  Lau- 
rence (London,  1879),  24. 
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lege,  a   "put"  and  "call"  combined,  in  the  following 
form: 

"  New  Yobk.  May  15,  1876. 

"  For  yalue  receired  the  bearer  may  call  on  the  undersigpied  for  one 
hundred  eharee  of  the  capital  stock  of  the  Western  Union  Telegraph 
Company  at  seTenty-seTen  and  one  half  per  cent  any  time  in  thirty 
days  from  date. 

'*  Or  the  bearer  may,  at  his  option,  deliver  the  same  to  the  ander- 
signed  at  seventy-seyen  and  one  half  per  cent  at  any  time  within  the, 
period  named,  one  day^s  notice  required. 

*'  All  dividends  or  extra  dividends  declared  during  the  time  are  to 
go  with  the  stock  in  either  case,  and  this  instrument  is  to  be  surren- 
dered upon  the  stock  being  either  called  or  delivered, 

"  S.  N.  S." 

The  defendant  Salomon,  having  suspended  payment,  sub- 
sequently agreed  with  the  plaintiff  to  settle  with  him,  and 
thereupon  endorsed  upon  the  contract  "  Settled  at  market, 
seventy-two  and  three  quarters,"  which  was  the  price  of 
the  stock  on  that  day.  The  defence  was  that  the  contract 
was  in  violation  of  the  statute  against  gaming ;  but  the 
court  held,  in  the  absence  of  parol  proof  to  the  contrary, 
that  there  was  nothing  illegal  on  the  face  of  the  con- 
tract. 

One  may  pay  for  an  option  to  take  at  a  future  day,  at  a 
certain  price,  a  farm,  or  article  of  personal  property,  and 
most  contracts  for  the  purchase  or  sale  of  merchandise  at  a 
future  day  are  made  with  a  view  to  the  market  price  on  the 
day  of  performance.  There  is  always  an  element  of  specu- 
lation and  uncertainty  as  to  that ;  but  it  has  never  been 
supposed  that  there  is  any  betting  by  such  contracts.  The 
court  in  such  a  case  will  not  infer  an  illegal  intent  unless 
obliged  to ;  and  the  transaction,  unless  intended  as  a  mere 
cover  for  a  bet  or  wager  on  the  future  price  of  the  stock,  is 
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legitimate.  If  it  had  been  shown  that  neither  party  in- 
tended to  deliver  or  accept  the  shares,  but  merely  to  pay 
differences  according  to  the  rise  or  fall  of  the  market,  the 
contract  would  have  been  illegal.  But,  in  the  absence  of 
such  evidence,  upon  the  above  reasoning  the  contract  was 
sustained. 

The  later  case  of  Harris  vs.  Tumbridge^  reiterates  the 
law  concerning  stock  options.  In  that  case  the  plaintiff  en- 
tered into  a  speculation  in  stock,  purchasing  through  her 
Broker  a  straddle  contract  on  100  shares  of  Lake  Shore  at 
62|.  The  Broker  on  the  day  after  the  purchase  sold  short 
against  the  straddle.  The  result  was  a  loss  to  the  plaintiff. 
This  short  sale  was  assailed  by  the  plaintiff  as  unauthor- 
ized, negligent,  and  unskilful,  and  defended  by  the  Broker 
as  prudent  and  customary,  and  ratified  by  his  principal. 
The  questions  of  want  of  skill,  negligence,  and  authoriza- 
tion having  been  decided  against  the  Broker,  the  court,  per 
Finch,  J.,  next  attacked  the  further  argument  of  the  de- 
fendant— viz.,  that  the  transaction  Avas  a  gambling  one,  and 
as  such  prohibited  by  statute :  ''  The  contract  was  not  of 
necessity  a  wager  contract.  That  it  might  have  been,  does 
not  at  all  dispense  with  the  necessity  of  proving  that  it  was. 
The  evidence  now  relied  on  is  contained  in  a  description  of 
a  *  straddle '  given  by  the  witness  L.  He  describes  it  first, 
and  then  adds,  ^  In  other  words,  it  is  a  bet  that  the  stock 
will  fluctuate  so  much.'  He  speaks  of  a  straddle  generally. 
He  does  not  speak  of  the  actual  transaction  between  these 
parties  at  all.  As  to  that,  there  is  no  proof  of  its  character 
as  a  mere  wager.  "We  cannot  supply  it  by  suspicion,  or  infer 
it  from  the  making  of  a  contract  not  necessarily  within  the 

prohibition." 

"  83  N.  y.  92. 
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The  form  of  the  contract,  however,  is  not  binding,  and 
does  not  decide  the  question,  because  it  would  not  be  diffi- 
cult to  make  the  contract  relating  to  a  bet  apparently  law- 
ful, while  the  intent  with  which  it  was  entered  into  would 
be  to  avoid  or  evade  the  statute ;  accordingly,  parol  evi- 
dence is  always  admissible  to  show  the  intent  of  the  parties. 
And  where  the  question  was  asked,  "  Was  it  your  intention, 
at  the  time  those  contracts,  or  either  of  them,  were  made, 
to  tender  or  call  for  the  stock,  or  merely  to  settle  upon  the 
difference  ? "  the  Supreme  Court  of  New  York  held  that  the 
evidence  should  have  been  admitted,  and  reversed  a  judg- 
ment on  the  ground  of  its  exclusion.^ 

It  was  held  in  Lewis  vs.  Wilson  *  that  to  render  optional 
contracts  for  the  future  delivery  of  stock  void,  it  should  ap- 
pear affirmatively  that  they  were  entered  into  as  gaming 
contracts,  and  not  as  real  transactions  for  the  purchase  and 
sale  of  property. 

But  such  a  wager,  although  void  as  a  contract,  did  not 
constitute  a  crime  under  §  343  of  the  New  York  Penal 
Code,  prior  to  its  amendment  in  1889,^  but  under  that  sec- 
tion, as  so  amended,  a  conviction  against  the  keeper  of  a 
"  bucket  shop  "  was  sustained.^ 

The  courts  of  Illinois,  in  several  cases  arising  out  of 
transactions  in  grain,  have  very  strongly  condemned 
"  puts "  and  "  calls,"  when  it  appeared  that  mere  differ- 
ences were  to  be  settled  by  them,  without  any  real  deliv- 
ery or  acceptance  of  the  grain  being  contemplated  or 
intended. 

*  Yerkes  vs.  Salomon,  11  Hun  (N.  »  People  vs.  Todd,  58  Hun,  446. 

Y.),  471.     But  see  Porter  vs.  Viets,  *  People    vs.    Wade,   59    N.   Y. 

1  Biss.  177.  Supp.  846. 

» 50  Hun,  166,  aff'd  121  N.  Y.  284. 


608  Stock-brokers  and  Stoek  Exchanges. 

In  Wolcott  vs.  Heath,^  in  distinguishing  such  contracts 
from  hona  fide  time  bargains,  the  court  said :  ^^  What  the 
law  prohibits,  and  what  is  deemed  detrimental  to  the  pub- 
lic interests,  is,  speculations  in  differences  in  market  values, 
called,  perhaps,  in  the  peculiar  language  of  the  dealers, 
^  puts '  and  ^  calls,'  which  simply  means  a  privilege  to  de- 
liver or  receive  the  grain  or  not,  at  the  seller's  option.  It 
is  against  such  fictitious  gambling  transactions,  we  appre- 
hend, the  penalties  of  the  law  are  levelled." 

And  in  the  subsequent  case  of  Pickering  vs.  Cease  *  the 
court  declared  that  optional  contracts,  where  the  seller  had 
the  privilege  of  delivering  or  not  delivering,  and  the  buyer 
the  privilege  of  calling  or  not  calling  for  the  grain  just  as 
they  chose,  and  which  on  the  maturity  of  the  contracts 
were  to  be  filled  by  adjusting  the  differences  in  the  market 
values,  were  in  the  nature  of  gambling  transactions,  and 
would  not  be  tolerated  by  the  law. 

And  upon  the  authority  of  these  cases,  the  same  court' 
held  that  a  contract  for  the  sale  of  wheat  in  store,  to  be 
delivered  at  a  future  time,  which  required  the  parties  to 
put  up  margins  as  security,  and  provided  that  if  either 
party  fails  on  notice  to  put  up  further  margins,  according 
to  the  market  price,  the  other  might  treat  the  contract  as 
filled  immediately,  and  recover  the  difference  between  the 
contract  and  market  price,  without  offering  to  perform  on 
his  part,  or  showing  an  ability  to  perform,  is  illegal  and 
void,  as  having  a  pernicious  tendency.* 

^  78  111.  433.  options,  to  be  adjusted  acoording  to 
'  79  111.  328.  the  differences  in  the  market  value 
'  Lyon  vs.  Culbertson,  83  111.  33.  thereof,  is  a  contract  for  a  gambling 
^  See  also  Rudolf  vs.  Winters,  7  transaction,  which  the  law  will  not 
Neb.  125,  where  the  court  holds  tolerate;  but,  upon  the  facts  report- 
that  a  contract  to  operate  in  grain  ed,  it  would  seem  veiy  difficult  to 
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The  same  qaestion  came  before  the  United  States  District 
Court  in  Illinois,  in  the  interesting  case  of  In  re  Chandler.^ 
In  that  case  C.  conceived  the  idea  of  making  a  corner  in 
oats  for  the  month  of  June  then  ensuing,  and  with  that 
view  he  purchased  all  the  "  cash  oats  "  as  they  arrived  in 
the  market,  and  took  all  the  ^'  options "  offered  him  for 
June  delivery — his  purpose  being  to  own  all  the  oats  in  the 
market,  and  compel  those  who  had  sold  "options"  for 
June  to  pay  his  price,  or,  in  other  words,  to  settle  with  him 
by  paying  such  differences  as  should  exist  between  the 
prices  at  which  he  purchased  the  options  and  the  price  he 
should  establish  for  cash  oats  on  the  last  day  of  June,  when 
the  options  matured.  In  pursuance  of  this  plan,  he  pur- 
chased between  the  15th  of  May  and  the  18th  of  June 
2,500,000  bushels  of  cash  oats — being  all,  or  substantially 
all,  the  cash  oats  in  the  market — and  also  bought  June 
"  options  "  to  the  amount  of  2,939,400  bushels.  The  total 
amount  of  oats  in  store  in  Chicago  on  the  18th  of  June 
was  only  2,700,000  bushels,  and  the  total  amount  received 
during  the  remainder  of  the  month  was  only  800,000  bush- 
els. As  part  of  the  machinery  of  this  comer,  C.  also  sold 
"  puts,"  or  privileges  of  delivering  to  him  oats  during  the 
month  of  June,  in  the  following  form,  duly  signed : 

**  Received  of  £.  F.  $60,  in  consideration  of  which  we  give  him,  or 
the  holder  of  this  contract,  the  privilege  of  delivering  to  us  or  not, 
prior  to  3  o^clock  p.  m.  of  June  80,  1872,  by  notification  or  delivery, 
10,000  bushels  No.  2  oats,  regular  receipts,  at  41  cents  per  bushel,  in 
store;  and  if  delivered,  we  agree  to  receive  and  pay  for  the  same  at 
the  above  price.'* 

The  amount  paid  by  the  purchaser  of  these  "  puts  "  was  one 

sustain  the  conclusion  of  the  court       ^  13  Am.  Law  Reg.  (n.  s.)  310. 
in  that  case. 

39 
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half  cent  per  bushel.  "  Puts  "  of  this  description  were  issued 
to  the  extent  of  3,700,000  bushels.  The  market  having  heav- 
ily declined,  C.  failed,  and  before  the  time  of  the  maturity 
of  the  '^  puts  "  the  holders  of  the  same  claimed  to  have 
made  tender  to  the  bankrupt  of  the  quantity  of  oats  called 
for  by  their  contracts,  and,  the  oats  not  having  been  ac- 
cepted and  paid  for,  they  sold  them  upon  the  market  under 
the  rules  of  the  Board  of  Trade,  and  proved  their  claims 
for  the  differences.  These  claims  they  sought  to  charge 
against  the  estate  of  C,  and  his  assignee  moved  to  expunge 
them  from  the  record  on  the  ground  that  they  constituted 
mere  gambling  transactions.  The  court  found  that  all  of 
the  claimants  knew  that  C.  was  engaged  in  manipulating 
the  market  with  express  reference  to  a  "  corner ; "  that  C. 
was  endeavoring  to  keep  the  price  up,  while  the  sellers  of 
"  options  "  and  holders  of  "  puts  "  were  endeavoring  to  break 
down  the  price ;  and  that  the  "  contracts  in  question  par- 
take of  all  the  characteristics  of  a  wager,"  and  "  that  it  was 
as  manifestly  a  bet  upon  the  future  price  of  the  grain  in 
question,  as  any  which  could  be  made  upon  the  speed  of  a 
hoi-se  or  the  turn  of  a  card ; "  that  it  conclusively  appeared 
that  no  delivery  of  the  grain  was  intended  by  these  holders 
of  puts,  because  they  knew  that  C.  controlled  all  the  oats 
in  the  market  and  fixed  the  price,  and  that  their  only  ex- 
pectation of  success  depended  on  their  being  able  to  break 
the  market  before  their  time  for  delivery  had  expired.  The 
court  held  that  the  test  was — "  Did  the  parties  intend  to 
sell  on  one  side  and  buy  on  the  other  the  oats  which  pur- 
ported to  be  the  subject-matter  of  the  transaction?  or  did 
they  only  intend  to  adjust  the  differences  ?  "  and  that  the 
evidence  was  overwhelmingly  against  the  claimants  on  this 
point.    The  court  further  held  that,  although  the  above 
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transaction  might  not  be  contrary  to  any  statutory  law  of 
the  State  of  Illinois,  the  wagers  were,  nevertheless,  void  at 
common  law,  as  contrary  to  public  policy.  The  idea  was 
disaflBrmed  that  it  was  intended  to  be  understood  that  every 
"  option  "  contract  or  "  put "  for  the  delivery  of  grain  or 
stock  was  void  ;  but  upon  the  evidence  in  the  present  case 
it  was  established  that  the  transactions  were  bets  upon  the 
price  of  oats,  and  that  as  it  was  obvious  that  the  effect  of 
them  was  to  beget  wild  speculations,  to  derange  prices,  to 
make  prices  artificially  high  or  low,  thereby  tending  to  de- 
stroy healthy  business  and  unsettle  legitimate  conmierce, 
there  can  be  no  doubt  of  their  injurious  tendency,  and  they 
should  be  held  void  as  against  public  policy.* 

Upon  a  close  examination,  these  cases  will  be  found  not 
to  conflict  with  the  cases  of  Bigelow  vs.  Benedict'  and 
Bjrkpatrick  vs.  Bonsall,^  heretofore  referred  to,  where,  in 
the  absence  of  extrinsic  evidence  to  show  that  they  were 
intended  as  wagers,  the  court  sustained  option  contracts  as 
legal. 

In  a  later  case  *  in  Illinois,  however,  it  was  held  that  an 
option  contract  was  void  under  the  statute,  whether  it  was 
intended  to  settle  merely  for  differences  or  not,  and  Bigelow 
vs.  Benedict*'  is  distinguished.  An  option  contract  to  settle 
by  differences  only,  was  void  at  common  law  as  being  a 
gambling  transaction,  but  where  delivery  was  intended, 
such  a  contract  was  valid  at  common  law.  The  statute, 
however,  now  voids  such  contracts,  whether  it  is  intended 
to  settle  by  paying  differences  or  not.* 

*See  also  Waterman  vs.  Buck-  ^Schneider  vs.  Turner,  130  Dl. 
land,  1  Mo.  App.  45.  38. 

'  70  N.  Y.  202.  »  70  N.  Y.  202. 

» 72  Pa.  St.  155.  •  130  HI.  38,  supra. 
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It  is  well  settled  that,  in  the  absence  of  statutory  pro- 
hibitions, a  hona  fide  contract  or  time  bargain  for  the 
future  delivery  of  stocks,  gold,  or  any  commodity — as 
grain,  for  instance — is  legal,  although  at  the  time  the  ven- 
dor has  not  the  stocks,  gold,  or  commodity  which  he 
has  agreed  to  deliver.  The  vendor  may  reasonably  expect 
to  produce  or  acquire  them  in  time  for  future  delivery; 
and,  while  wishing  to  make  a  market  for  them,  is  unwilling 
to  enter  into  an  absolute  obligation  to  deliver,  and  therefore 
bargains  for  an  option  which,  while  it  relieves  him  from 
Ifability,  assures  him  of  a  sale  in  case  he  is  able  to  deliver. 
And  the  purchaser  may,  in  the  same  way,  guard  himself 
against  loss  beyond  the  consideration  paid  for  the  option 
in  case  of  his  inability  to  take  the  goods.^ 

We  select  from  the  large  bulk  of  cases  that  sustain  this 
proposition  two  of  the  leading  ones  which  fully  illustrate  it 

In  England  the  question  was  considered  in  Hibblewhite 
vs.  McMorine.'    In  that  case  the  plaintiff  brought  an  action 


^  Hibblewhite  vs.  McMorine,  5  M.  Musick,  81  id.  415;  Cole  vs.  Milmine, 

&  W.  462  (overruling  a  contrary  88  id.  349;  Corbett  \'s.  Underwood, 

doctrine  laid  down  by  Lord  Tenter-  83  id.  324;  Lyon  vs.  Culbertson,  id. 

den  in  Bryan  vs.  Lewis,  Ry.  &  M.  33;  Porter  vs.  Viets,  1  Biss.  177; 

386;  see  also  Lorymer  vs.  Smith,  1  Clarke  vs.  Foss,  7  id.  540;  Brua's 

B.  &  C.  1;  2  D.  &  R.  23);  Morti-  Appeal,  55  Pa.  St.  294;  Smith  vs. 

mer  vs.  McCallan,  6  M.  &  W.  58,  Bouvier,    70    id.    325;    Noyes    vs. 

and  9  id.  636;  Thacker  vs.  Hardy,  Spaulding,  27  Vt.  420;  Brown  vs. 

L.  R.  4  Q.  B.  D.  685,  688;  Ex  parte  Hall,  5  Lans.  (X.  Y.)  180;  Rumsey 

Phillips  and  Ex  parte  Mamham,  2  vs.  Berry,  65  Me.  570;  Cassard  vs. 

DeG.  F.  &J.634;Currievs.  White,  Hinman,  14  How.  (X.  Y.)  Pr.  84, 

45  N.  Y.  822;  Bigelow  vs.  Benedict,  aflf'd  1  Bosw.  207;  Stanton  vs.  Small, 

70  id.  202;   Kingsbury  vs.  Kirwin,  3  Sandf.  230;  Mcllvaine  vs.  Eger- 

11  J.  &  S.  (N.  Y.)  451,  aff'd  77  id.  ton,  2  Robt.  (N.  Y.)  422;  Brown  vs. 

612;  Wolcott  vs.  Heath,  78  111.  433;  Speyer,  20  Gratt.  309;  Bartlett  v». 

Sanborn  vs.  Benedict,  id.  309;  Pix-  Smith,  13  Fed.  Rep.  265. 

ley  vs.  Boynton,  79  id.  351 ;  Picker-  '  5  M.  <fe  W.  462. 
ing  vs.  Cease,  id.  328;  Logan  vs. 
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^mpsit  to  recover  damages  for  the  breach  of  a  contract 
X  defendant,  by  which  the  latter  agreed  to  purchase 
.om  plaintiff  certain  shares  of  a  railroad  company,  "  to  be 
transferred,  delivered,  and  paid  for  on  or  before  the  1st  day 
of  March,  1839,  or  at  any  intermediate  date  that  defend- 
ant might  require  them."  The  declaration  averred  a  readi- 
ness and  offer  on  the  part  of  the  plaintiff  and  a  refusal 
of  defendant  to  accept  the  shares.  The  defence  pleaded 
was  that  the  plaintiff  never  possessed  or  owned  the  shares 
in  question,  and  had  no  reasonable  expectation  of  becoming 
possessed  of  the  same  within  the  time  provided  for  the 
fulfilment  of  the  contract  otherwise  than  by  purchasing  the 
same  after  the  making  of  the  contract.  To  this  plea  a  de- 
-murrer  was  interposed,  which  was  unanimously  sustained 
and  judgment  ordered  for  the  plaintiff.  Parke,  B.,  said :  "  I 
cannot  see  what  principle  of  law  is  at  all  affected  by  a 
man's  being  allowed  to  contract  for  the  sale  of  goods  of 
which  he  has  not  possession  at  the  time  of  the  bar- 
gain, and  has  no  reasonable  expectation  of  receiving."  All 
the  judges  repudiated  the  contrary  doctrine  of  Lord  Ten- 
terden.^ 

K 

In  New  York  the  Court  of  Appeals  *  has  held  that  a  con- 
tract whereby  A,  for  a  valuable  consideration,  agrees  to 
purchase  of  B  gold  coin  at  a  specified  price  within  a  specified 
time,  B  having  the  option  to  deliver  or  not,  was  not  invalid 
on  its  face.  By  the  contract  the  defendant  bound  himself 
to  take  the  gold  if  delivered  within  the  time  specified  at  the 
price  named,  and  he  ran  the  hazard  of  loss  in  case  the  market 
price  of  gold  should  be  more  than  ten  per  cent  less,  at  the 
time  specified  for  the  delivery,  than  the  price  he  agreed  to 

>  In  Bryan  vs.  Lewis  and  Lory-  » Bigdow  vs.  Benedict,  70  N.  Y. 
mer  vs.  Smith,  supra.  202. 
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pay.  That  there  was  an  element  of  hazard  in  the  contract 
is  plain  ;  but  the  same  hazard  is  incurred  in  every  optional 
contract  for  the  sale  of  any  marketable  commodity,  when 
for  a  consideration  paid  one  of  the  parties  binds  himself  to 
sell  or  receive  the  property  at  a  futnre  time  at  a  specified 
price,  at  the  election  of  the  other.  The  contract  in  the  case 
in  question  was  attacked  on  the  ground  that  it  was  a  wager 
within  the  statute  of  New  York,  and  in  that  respect  it  dif- 
fers from  Hibblewhite  vs.  McMorine. 

The  principle  of  these  cases  is  fully  sustained  in  all  of  the 
other  States,  and  particular  allusion  has  been  made  under 
the  foregoing  subdivisions  to  such  of  them  as  were  deemed 
important. 

In  fine,  "  options  "  stand  on  the  same  footing  as  any  other 
species  of  contract.  Where  it  appears  that  the  intention  of 
the  parties  is  to  contract  for  the  payment  of  "  differences  " 
merely,  and  not  to  deliver  or  accept  stock,  the  law  pro- 
nounces it  a  wager,  irrespective  of  the  form  used  to  cover 
the  transaction  ;  but,  on  the  other  hand,  where  there  is  a 
honafide  intention  to  deliver  or  receive  property,  the  agree- 
ment will  be  sustained. 

In  Illinois,  however,  as  we  have  seen  (Schneider  vs. 
Turner,  8upra\  these  contracts  have,  under  the  statute  of 
that  state,  been  declared  void,  whether  it  is  intended  to  have 
delivery  or  not.  And  in  Nebraska,  such  option  contracts 
have  been  declared  gambling  transactions  (Rudolf  vs. 
Winters,  aup^'o).  Whether  the  sweeping  provision  of  the 
Californian  constitution,  sujyra^  includes  such  contracts,  has 
not  been  decided.^ 

*  In  a  recent  case  in  Missouri  the  sale  of  a  "  put "  was  iUegal, 
(Lane  vs.  Logan  Grain  Ck).,  79  S.  W.  under  the  statute,  the  evidence 
722),  the  court,  whilst  holding  that  showing  that  no  delivery  was  in- 
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(/.)   ''''  Conspiracy ''  to  Affect  Stocks,  etc.;  ^"^  Pools,''  "  Comers,*' 

"  Rigging  the  Market.'' 

1.  Conspiracies. — At  common  law  there  were  three  crimi- 
nal offences  against  public  trade,  which  were  distinctly 
known  as  "  forestalling,"  "  regrating,"  and  "  engrossing." 

"  Forestalling  "  was  defined  by  statute  5  and  6  Edw.  VI. 
c.  14,  to  be  the  buying  or  contracting  for  any  merchandise 
or  victual  coming  in  the  way  to  market,  or  dissuading  per- 
sons from  bringing  their  goods  or  provisions  there,  or  per- 
suading them  to  enhance  the  price  when  there — any  of 
which  practices  makes  the  market  dearer  to  the  fair  trader.^ 

"  Regrating,"  by  the  same  statute,  was  described  to  be 
the  buying  of  corn  or  other  dead  victual  in  any  market,  and 
selling  it  again  in  the  same  market,  or  within  four  miles  of 
the  place.  This  also  enhances  the  price  of  the  provisions, 
as  every  successive  seller  must  have  a  successive  profit.' 

'^  Engrossing "  was  the  getting  into  one's  possession  or 
buying  up  large  quantities  of  corn  or  other  dead  victual, 
with  intent  to  sell  them  again.  This  was  considered  to  be 
injurious  to  the  public  by  putting  it  in  the  power  of  one  or 
two  rich  men  to  raise  the  price  of  provisions  at  their  own 
discretion.  And  the  total  engrossing  of  any  other  com- 
modity, with  an  intent  to  sell  it  at  an  unreasonable  price, 
is  an  offence  indictable  and  finable  at  common  law.^  The 
penalty  for  these  misdemeanors  by  the  common  law  was 
discretionary  fine  and  imprisonment. 

Under  the  head  of  "  Monopolies,"  in  a  subsequent  chapter 
of  the  same  statute,  combinations  among  victuallers  or  ar- 

tended,  would  also  seem  to  hold  ^  4    Black.    Com.    (Shaisw.    ed.) 

that  such  a  contract  is  void  ab  initio,  158. 

as  "  there  could  be  no  intention  to  *  Id. 

deliver,  when  there  is  an  option  of  '  Id. 
this  sort." 
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tilicers  to  raise  the  price  of  provisions  or  any  other  com- 
modities, or  the  rate  of  labor,  were  punishable  as  misde- 
meanors. 

The  statutes  concerning  the  above  offences  were  repealed 
by  12  Geo.  III.  c.  71,  and  by  7  and  8  Vict.  c.  24,  the  law  of 
engrossing  or  regrating  was  abolished.^ 

The  effect  of  the  repeal  of  these  statutes  was  not,  how- 
ever, to  render  transactions  such  as  above  defined  legal. 
On  the  contrary,  many  of  the  acts  embraced  in  these  stat- 
utes were,  and  still  are,  illegal  and  criminal  at  common  law.' 
But  it  is  a  question,  not  free  from  difficulty,  as  to  the  ex- 

^  Mr.  Wharton,  in  his  excellent  public  crime.  In  the  exposition  of 
treatise  on  Criminal  Law  (10th  ed.  the  law  we  are  told  that  lege  Jul.  de 
vol.  ii.  §  1849),  gives  the  following  ann.  pcena  statuitur  adversus  eum  qui 
history  of  these  misdemeanors:  contra  annonam  fecerit  socieUUemve 
'*  These  offences  are  taken  from  the  coierit^  quo  annona  carior  fiat;  and 
Roman  law.  The  Roman  title  is  by  the  first  section  a  penalty  is  im- 
'Dardanariatus,' and  consists  in  the  posed  on  interference  with  trans- 
artificial  production  of  deamess  and  portation,  or  in  any  way  preventing 
scarcity  in  any  market  staple  {ne  the  free  carriage  of  grain:  Eadem 
dardanarii  ulliua  mercis  sint),  but  lege  contineturf  ne  quis  navem  nau- 
esi>ecially  of  grain.  Popular  feeling  tamve  retineat  atU  dolo  ne  facial,  quo 
was  then,  as  it  has  been  often  since,  magis  delineatur.  Still  ahJarper 
aroused  against  the  monopolizers  or  edicts  followed,  of  which  Ulpian 
hoarders  of  food.  The  iEdiles  were  mentions  one:  Ne  aut  ab  his:  qui 
vested  with  jurisdiction  to  repress  coemtas  merces  supprimunt  [pur- 
such  oiTences;  and  Plautus  illus-  chasers]  aut  a  locupletioribus  [hoard- 
trates  the  process  of  prosecution  be-  ers  of  their  own  produce]  annona 
fore  them  in  a  passage  where  the  oneratus.  Zeno  issued  a  special 
Parasite  calls  for  proceedings  statute  against,  monopolizers  who, 
against  those  qui  consilium  iniere  to  create  an  artificial  scarcity,  buy 
[something  like  our  own  conspira*  up  all  a  necessary  staple,  in  order 
cies  to  raise  prices]  quo  nos  victu  et  subsequently  to  sell  at  their  own 
vita  prohibeant.  So  Livy  tells  us  of  price.  Such  offenders,  on  convio- 
a  fine  imposed  upon  frumentaTii  ob  tion,  were  to  be  sentenced  to  con- 
annonam  compressum.  The  pro-  fiscation  of  goods  and  to  banish- 
ceedings  allowed  in  such  cases  took  ment.'' 

definite  shape  in  the  famous  Lex       *  Ra3rmond  vs.  Leavitt,  Sup.  Ct. 

Julia  de  Annona,  which  declared  the  of  Mich.  13  Cent.  L.  J.  110. 
usurious  hoarding  of  grain  to  be  a 
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tent  the  old  common-law  principles  in  this  respect  should  be 
applied  to  the  present  methods  of  transacting  business.  A 
most  cursory  perusal  of  the  definitions  of  "  forestalling," 
"  regrating,"  and  "  engrossing  "  will  show  that  if  they  were 
enforced  at  the  present  day  the  commercial  interests  of  the 
world  would  be  seriously  curtailed  and  impeded  ;  and  there 
is  no  doubt  that  many  of  the  old  doctrines  have  been  prac- 
tically abrogated.^ 

In  England  it  was  held  that  the  common-law  o£Fence 
of  engrossing  applied  only  with  respect  to  the  neces- 
saries  of  life;'  and  it  is  very  evident  that  these  statutes 
did  not  embrace,  and  were  not  intended  to  apply  to,  deal- 
ings in  securities  or  stocks,  for  the  very  obvious  reason  that 
the  latter  description  of  property  did  not  come  into  exist- 
ence in  England  until  many  years  after  they  were  passed ; 
but,  as  we  shall  see,  the  comprehensive  and  elastic  principles 
of  the  common  law  upon  the  subject  of  illegal  conspiracies 
have  practically  kept  alive  the  spirit  of  these  old  statutes,  and 
furnished  remedies  sufficiently  adequate  to  prevent  combi- 
nations in  this  new  species  of  property  when  they  threatened 
the  public  property,  trade,  or  commerce. 

The  modern  rule,  then,  would  seem  to  be  this :  that  the 
oflFences  of  "  regrating,"  "  forestalling,"  and  "  engrossing," 
as  they  were  defined  under  the  statutes  of  Edward,  no  longer 
exist  (unless  revived  by  express  legislation)  either  in  Eng- 
land or  in  this  country,  so  far  as  individual  action  or  prop- 

^  Raymond   vs.    Leavitt,    supra;  whether  the  offence  of  regrating  ever 

Story  on  Sales,  647;  Benjamin  on  existed  at  common  law.     See  also 

Personal   Property,  414   (1873);  2  4  Harv.  L.  Rev.  128. 

Whart.  Cr.  Law  (10th  ed.),  §  1850  » Pettamberdass  vs.  Thackoorsey- 

and  note  (3).  dass,  5  Moo.  Ind.  App.  109;  7  Moo. 

The   writer  of  an   article   in   3  P.  G.  C.  230;  15  Jur.  257. 
Political  Sci.  Quart.  592, 598,  doubts 
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erty  is  concerned ;  but  in  place  thereof  the  common  law  de- 
clares that  combinations  or  conspiracies  by  several  persons 
to  engross  or  absorb  any  particular  necessary  staple  of  life, 
to  the  detriment  of  the  public,  are  illegal  and  the  subject  of 
indictment.^ 

The  case  of  Bex  vs.  Waddington '  illustrates  this  proposi- 
tion, it  being  there  held  that  the  spreading  of  rumors  with 
intent  to  enhance  the  price  of  hops,  in  the  hearing  of  hop- 
planters,  dealers,  and  others,  that  the  stock  of  hops  was 
nearly  exhausted,  and  that  there  would  be  a  scarcity  of  hops, 
with  intent  to  induce  them  not  to  bring  their  hops  to  market 
for  a  long  time,  and  thereby  greatly  to  enhance  the  price, 
constituted  the  offence  of  "ingrossing"  (engrossing),  at 
common  law,  notwithstanding  the  repeal  of  5  &  6  Edw. 
VI.  c.  14  by  12  Geo.  III.  c.  71.  Although  this  case  has 
been  severely  criticized,  it  has  not,  it  seems,  been  directly 
overruled.'  And,  as  we  have  intimated,  the  general  rule 
has  been  extended  to  embrace  combinations  or  conspiracies 
to  affect  the  price  or  market  for  stocks  and  government 
securities. 

^  See  authorities  heretofore  cited  Hawarden  vs.  Coal  Co.,  55  L.  R.  A. 

under  this  subdivision,  and  consult  828  (coal  combination  illegal);  Peo- 

also,  in  this  connection,  the  interest-  pie  vs.  Milk  Exchange,  27  L.  R.  A. 

ing  case  of  In  re  Chandler,  13  Am.  437. 

Law  Reg.  (n.  s.)  310;  s.  c.  6  Biss.  C.  It  has  been  decided  by  the  Eng- 

C.  53,  sub  nom.  Ex  parte  Young,  lish  Privy  Council  that  the  law  of 

See  also  Ray  on  "Contractual  Limi-  the  Colony  of  Natal  does  not  make 

tations"   and   cases  therein   cited;  it  illegal  for  any  person  or  any  body 

Eddy  on ''  Combinations  "  and  cases  of  persons  to  buy  shares  with  a  view 

cited.     And  see  United  States  vs.  to  selling  them  at  a  profit.     Lau^- 

Knight  Co.,  156  U.  S.  1  (purchase  of  ton  vs.  Griflin,  (1895)  App.  Cas.  104. 

sugar  refineries  not  in  restraint  of  '1  Blast,  143-160. 

commerce);  Ertz  vs.  Produce  Ex-  '  See  1  Bish.  Cr.  Law,  §§  527,  528, 

change,  51  L.  R.  A.  825  (Produce  and  notes  to  7th  ed.;  Raymond  vs. 

Exchange  of  Minneapolis  held  to  be  Leavitt,  Sup.  Ct.  Mich.  13  Cent.  L. 

a  combination  in  restraint  of  trade) ;  J.  110. 
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This  was  held  in  the  celebrated  case  of  the  King  vs.  De 
Berenger  and  others.^  In  that  case  De  Berenger  and  seven 
others  were  tried  and  convicted  of  conspiracy  in  disseminat- 
ing false  reports  and  mmors  that  a  peace  would  soon  be  made 
between  England  and  France,  and  that  Xapoleon  Bonaparte 
was  dead,  thereby  attempting  to  occasion,  without  any  just 
or  true  cause,  a  great  increase  and  rise  of  the  public  govern- 
ment funds  and  securities,  to  the  injury  and  damage  of  the 
subjects  of  the  king,  who  should,  on  a  certain  day,  purchase 
and  buy  such  securities.  The  defendants  moved  an  arrest  of 
judgment  upon  several  grounds :  iiiter  aHa,  that  no  crime 
known  to  the  law  had  been  committed ;  that  no  adjudged  case 
of  conspiracy  had  gone  as  far  as  this ;  and  that,  if  it  were  not 
a  crime  in  itself  to  raise  the  price  of  government  funds,  a 
conspiracy  to  do  so  would  not  be  illegal  unless  some  collat- 
eral object  were  stated  to  give  it  a  criminal  character.  Lord 
EUenborough,  C.  J.,  in  an  opinion,  the  doctrine  of  which 
was  endorsed  by  all  of  the  judges,  overruled  all  of  the  grounds 
relied  on,  holding  that  the  conspiracy  was  by  false  rumors 
to  raise  the  public  funds  and  securities.  The  crime  lay  in 
the  act  of  conspiracy  and  combination  to  effect  that  purpose, 
and  it  would  have  been  complete  although  it  had  not  been 
pursued  to  its  consequences,  or  the  parties  had  not  been  able 
to  carry  it  into  effect.  The  purpose  of  such  a  conspiracy  is 
itself  mischievous,  as  it  strikes  at  the  price  of  a  vendible 
commodity  in  the  market,  and,  if  it  gives  it  a  fictitious  price 
by  means  of  false  rumors,  it  is  a  fraud  levelled  against  all 
the  public,  being  against  all  such  as  may  possibly  have  any- 
thing to  do  with  the  funds  on  that  particular  day.  While 
the  raising  or  lowering  of  the  public  funds  is  not  per  se  a 

» 3  Mau.  &  S.  67. 
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crime — for  a  man  may  have  occasion  to  sell  out  a  large  sum, 
which  may  have  the  effect  of  depressing  the  price  of  stocks, 
or  may  bay  in  a  large  sum  and  thereby  raise  the  price  on  a 
particular  day — yet  the  conspiracy  by  a  number  of  persons 
to  raise  the  funds  on  a  particular  day  is  an  offence  preju- 
dicial to  a  certain  class  of  subjects.^ 

This  case  was  directly  approved  by  the  English  courts  in 
1876  in  Reg.  vs.  Aspinall,*  where  it  was  held  that  a  con- 
spiracy to  procure,  by  fraud  and  falsehood,  the  shares  of  a 
company  to  be  quoted  in  the  official  list,  and  thus  give  a 
fictitious  value  to  the  shares  beyond  what  they  would 
other\wse  bring  in  the  market,  is  a  fraud  upon  the  public, 
and  an  indictable  offence.  In  that  case  the  indictment  al- 
leged that  the  defendants  were  promoters  of  the  E.  Com- 
pany, Limited,  and  that  application  had  been  made,  on  be- 
half of  the  company,  to  the  Committee  for  General  Purposes 
of  the  Stock  Exchange  to  order  the  quotation  of  the  com- 
pany in  the  official  list  of  the  Stock  Exchange,  under  the 
129th  Rule,  to  the  effect  that  the  committee  would  order 
the  quotation  of  a  new  company  in  the  official  list,  provided 
that  the  company  was  of  honajuie  character,  etc. ;  that  the 
requirements  of  Rule  128  had  been  complied  with,  requir- 
ing the  production  of  documents,  etc.,  and  list  of  allottees, 
etc. ;  that  two  thirds  of  the  whole  nominal  capital  proposed 
to  be  issued  had  been  applied  for  and  unconditionally  al- 
lotted to  the  public ;  and  that  a  member  of  the  Stock  Ex- 
change was  authorized  by  the  company  to  give  full  informa- 
tion as  to  the  formation  of  the  undertaking,  and  able  to 

» See  alao  Rex  vs.  Gumey,  11  Cox  *  L.  R.  1  Q.  B.  D.  730;  aff'd  2  id. 

C.  C.  414.     So  a  combination  to  fix  48.     See  also  Rex  vs.  Mott,  2  Cas. 

the  price  of  salt  is  unlawful  (Rex  vs.  <&  P.  521. 
Norris,  2  Ld.  Ken.  300). 
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satisfy  the  committee  as  to  all  particalars  they  should  re- 
quire. It  was  also  averred  that  defendants  requested  a 
firm  of  Stock-brokers  to  give  the  information  before  men- 
tioned and-  to  apply  to  the  committee  to  order  the  quota- 
tion of  the  shares  of  the  company  in  the  official  list,  and 
employed  the  Brokers  to  sell  5000  shares  of  the  company 
on  behalf  of  alleged  vendors  of  patents ;  and  that  defendants 
unlawfuUy  conspired  and  agreed,  by  divers  false  pretences, 
to  injure  and  deceive  the  committee,  and  to  induce  them, 
contrary  to  the  true  intent  and  meaning  of  the  rules  of  the 
Exchange,  to  order  a  quotation  of  the  shares  of  the  com- 
pany in  the  official  list  of  the  Stock  Exchange,  to  induce 
persons  who  should  buy  and  sell  the  shares  to  believe  that 
the  company  was  duly  formed  and  constituted,  and  had,  in 
all  respects,  complied  with  the  rules  of  the  Stock  Exchange, 
so  as  to  entitle  the  company  to  have  their  shares  quoted 
in  the  official  list;  and  that  defendants  in  pursuance  of  the 
conspiracy,  falsely  pretended  to  Z.  and  other  members  of  the 
committee  that  the  number  of  shares  applied  for  by  the 
public  was  34,365,  and  that  the  amount  received  thereon, 
at  10*.  per  share,  was  £17,282,  and  that  15,000  had  been 
allotted  to  the  patentee,  and  that  no  shares  had  been  con- 
ditionally  allotted,  and  thereby  induced  the  committee  to 
order  the  shares  to  be  quoted  in  the  of^cial  list. 

Upon  a  motion  in  arrest  of  judgment,  after  conviction,  the 
Court  of  Queen's  Bench  held  that  this  count  was  sufficient, 
and  the  case  had  been  fully  made  out  against  the  defend- 
ants. The  Court  of  Appeals  affirmed  this  judgment.  The 
court  held  that,  as  the  rules  of  a  public  body  of  such 
celebrity  as  the  London  Stock  Exchange  must  be  widely 
known  to  Brokers  and  others  dealing  in  shares,  it  was  plain 
that  to  obtain  a  quotation  of  their  shares  in  the  official  list 
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must  be  advantageous  to  companies  and  enhance  their 
value.  Purchasers,  on  seeing  the  shares  so  quoted,  Vfrould 
have  a  right  to  believe  that  the  requirements  of  the  Stock 
Exchange  had  been  complied  with,  and  that  the  company 
whose  shares  they  proposed  to  purchase  had  therefore  sat- 
isfied an  independent  body  like  the  committee,  of  its  re- 
spectability and  solvency,  and  it  could  not  be  doubted  that 
they  would  be  willing  to  give  a  higher  price  for  the  shares 
in  consequence.  It  was  further  held  that  the  crime  of  con- 
spiracy is  completely  committed  the  moment  two  or  more 
have  agreed  that  they  will  do  at  once,  or  at  some  future 
time,  certain  things ;  but  that  it  was  not  necessary,  in  order 
to  complete  the  offence,  that  any  one  thing  should  be  done 
beyond  the  agreement ;  and  that  an  agreement  made  with 
a  fraudulent  mind  to  do  that  which,  if  done,  would  give  to 
the  prosecutor  a  right  of  suit  founded  on  fraud,  is  a  criminal 
conspiracy. 

Another  phase  of  an  indictable  conspiracy  was  pre- 
sented in  Reg.  vs.  Esdaile.^  There  the  information  charged 
that  the  defendants,  intending  to  deceive,  defraud,  and 
prejudice  such  of  the  shareholders  of  the  Royal  British 
Bank  as  were  not  aware  of  the  true  state  of  the  affairs  of  the 
bank,  and  to  induce  others  to  become  customers  and  cred- 
itors of  the  bank,  and  to  purchase  and  hold  shares  there- 
in, did  conspire  falsely  and  fraudulently  to  publish  and  rep- 
resent that  the  bank  and  its  affairs  had  been  during  the 
year  1855,  and  then  were,  in  a  sound  condition,  and  pro- 
ducing profits ;  and  that  defendants  published  and  distrib- 
uted a  balance-sheet  apparently  showing  such  a  condition, 
and  also  paid  a  dividend,  knowing  that  such  dividend  had 

» 1  F.  &  F.  213. 
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not  been  earDed,  and  also  fraudulently  issued  new  shares 
while  the  bank  was  in  an  unsound  state.  Upon  the  trial 
thereof,  Lord  Campbell,  C.  J.,  charged  the  jury  that  if,  at 
the  time  mentioned,  the  bank  was  insolvent,  which  fact 
was  known  to  the  defendants,  and  that  they  nevertheless 
entered  into  the  design  to  represent  that  the  bank  was  in  a 
prosperous  state,  with  a  view  to  deceive  the  shareholders 
or  to  delude  the  public  into  becoming  shareholders,  a  con- 
spiracy would  be  made  out.  And  the  defendants  were  all 
convicted.^ 

^  The  rule  of  law  in  civil  cases  is  injury  must  be  the  immediate  and 
even  more  stringent  than  that  of  the  not  the  remote  consequences  of  the 
criminal  law,  and  the  general  prin-  representations  thus  made." 
ciple  may  be  stated  that,  in  every  These  principles  have  been  ap- 
case  of  fraud  for  which  an  indict-  plied  to  an  infinite  number  of  trans- 
ment  can  be  sustained,  an  action  for  actions  in  which  the  directors,  pro- 
damages  or  relief  in  law  or  equity  moters,  organizers,  or  originators 
will  lie  at  the  instance  of  the  grieved  of  companies  or  schemes,  either 
party.  The  general  principles  upon  through  the  instrumentality  of 
which  a  civil  liability  for  fraud  rests  Stock  Exchanges  or  otherwise,  have 
were  stated  by  the  vice-chancellor  been  guilty  of  fraud  or  deceit  in  in- 
in  Barry  vs.  Croskey,  2  J.  &  H.  1,  as  ducing  persons  to  become  purchas- 
foUows:  "First,  every  man  must  be  ers  of  shares  or  interests  in  the 
held  responsible  for  the  conse-  company.  The  following  are  some 
quences  of  a  false  representation  of  the  leading  cases:  Peek  vs.  Gur- 
made  by  him  to  another,  upon  ney,  L.  R.  6  H.  L.  Cas.  377;  Pasley 
which  that  other  acts,  and,  so  act-  vs.  Freeman,  3  T.  R.  51 ;  Bevan  vs. 
ing,  is  injured  or  damnified.  Sec-  Adams,  19  W.  R.  76;  22  L.  T.  (n.  s.) 
ondly,  every  man  must  be  held  re-  795;  Beattie  vs.  Ebury,  L.  R.  7  H. 
sponsible  for  the  consequences  of  a  L.  Cas.  102;  Pontifex  vs.  Bignold,  3 
false  representation  made  by  him  to  Scott  N.  R.  390;  Shrewsbury  vs, 
another,  upon  which  a  third  person  Blount,  2  id.  588;  Clarke  vs.  Dick- 
acts,  and,  so  acting,  is  injured  or  son,  6  C.  B.  (n.  s.)  453;  Moore  vs. 
damnified;  provided  it  appear  that  Burke,  4  F.  &  F.  258;  Gray  vs. 
such  false  representation  was  made  Collins,  id.  302;  Smith  vs.  Clench, 
with  the  intent  that  it  should  be  id.  578;  Cross  vs.  Sacket,  6  Ab.  (N. 
acted  upon  by  such  third  person  in  Y.)  Pr.  247;  Wakeman  vs.  Dalley, 
the  manner  that  occasions  the  in-  44  Barb.  (N.  Y.)  498;  Cazeaux  vs. 
jury  or  loss.  And,  thirdly,  but  to  Mali,  25  id.  578;  s.  c.  15  How.  Pr. 
taring  it  within  the  principle,  the   347;  Morse  vs.  Swits,  19  id.  275; 
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By  the  law  of  New  York  (Penal  Code,  §§  168-170), 
no  conspiracies  are  punishable  criminally  except  those  there 
stated,  and,  among  others,  the  conspiring  of  two  or  more 
persons  "  to  commit  any  act  injurious  to  the  public  health, 
to  public  morals,  or  to  trade  or  commerce^  or  for  the  perver- 
sion or  obstruction  of  justice  or  the  due  administration  of 
the  laws,"  shall  constitute  a  misdemeanor.  Under  this 
broad  and  comprehensive  language,  which  is  practically 
the  rule  in  all  of  the  States,  either  by  adoption  of  the 
common  law  or  express  statute,  infamous  conspiracies  or 
combinations  are  punishable,  whether  their  object  be  to 

Newbery  vs.  Garland,  31  Barb.  121.  And  where  the  directore  of  a 
And  see  thefoUowing:  Davidson  vs.  joint-stock  bank,  knowing  it  to  be 
Tulloch,  3  Macq.  (H.  L.)  783;  Deny  in  a  state  of  insolvency,  issued  a 
vs.  Peek,  14  A.  C.  337;  Fenn  vs.  balance-sheet  showing  a  profit,  and 
Curtis,  23  Hun,  384;  Perry  vs.  thereupon  declared  a  dividend  of  6 
Hale,  143  Mass.  540;  Prosser  vs.  per  cent,  and  issued  advertisements 
First  National  Bank,  106  N.  Y.  677;  inviting  the  public  to  take  shares 
Compton  vs.  Chelsea,  128  N.  Y.  537;  upon  the  faith  of  their  representar 
Trumble  vs.  Ward,  97  Ky.  748;  tions  that  the  bank  was  in  a  flour- 
Merchants  National  Bank  vs.  Arm-  ishing  condition,  on  an  ex  officio 
strong,  65  Fed.  Rep.  932;  Foley  vs.  information  filed  by  the  attorney- 
Holtrey,  43  Neb.  133;  Exchange  general  they  were  found  guilty  of  a 
Bank  vs.  Gatskill,  37  S.  W.  Rep.  conspiracy  to  defraud.  Reg.  vs. 
100;  Investment  Co.  vs.  Eldridge,  2  Brown,  7  Cox  C.  C.  442;  Same  vs. 
Pa.  Dist.  Rep.  394;  Parker  vs.  Mc-  Esdaile,  1  F.  &  F.  213. 
Questen,  32  Q.  B.  R.  (Can.)  273;  It  was  held,  however,  in  Salaman 
Bellairs  vs.  Tucker,  L.  R.  13  Q.  B.  vs.  Warner,  65  L.  T.  R.  132,  in 
D.  163;  Morgan  vs.  Skiddy,  62  N.Y.  which  a  Stock-broker  brought  an 
319;  Kountze  vs.  Kennedy,  147  N.  actic^i  for  deceit  and  conspiracy 
Y.  124;  Andrews  vs.  Mockford,  73  against  the  promoters  of  a  company. 
Law  Times  R.  726;  Brackett  vs.  alleging  that  he  had,  owing  to  their 
Griswold,  112  N.  Y.  454;  s.  c.  13  N.  having  fraudulently  obtained  con- 
Y.  Supp.  192,  aff'd  128  N.  Y.  644;  trol  of  the  majority  of  the  shares, 
People  vs.  Garrahan,  19  App.  Div.  been  obliged  to  purchase  same  at  an 
(N.  Y.)  347;  Shattuck  vs.  Robins,  exorbitant  price  in  fulfilment  of  his 
68  N.  H.  565.  See  also  Cook  on  contracts,  that  plaintiff  failed  to 
Corporations,  5th  ed.,  chs.  IX.  and  make  out  a  case  of  deceit,  within 
XX.,  and  numerous  cases  cited  in  the  meaning  of  the  three  general 
the  notes  thereto.  principles  already  stated,  and  that 
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atfect  the  "  necessaries  "  of  life,  or  securities,  or  other  prop- 
erty in  which  the  public  have  an  interest. 

A  conspiracy  to  depress  the  stock  of  the  Brooklyn  Rapid 
Transit  Company,  dealt  in  on  the  Stock  Exchange,  is  a  con- 
spiracy to  injure  trade  or  commerce  within  the  meaning  of 
this  section.^ 

In  1874  the  Legislature  of  the  State  of  New  York  (Laws, 
1874,  ch.  440)  passed  a  very  stringent  law  against  persons 
circulating  rumors  to  affect  the  stock  market,  as  follows : 

'*Sec.  L  Every  person  who  shall  knowingly  circulate 
false  intelligence  with  intent  of  depreciating  or  advancing 
the  market  price  of  the  public  funds  of  the  United  States, 
or  of  any  State  or  Territory  thereof,  or  of  any  foreign 
country  or  government,  or  the  stocks,  bonds,  or  evidence 

an  action  for  conspiracy  was  not  when  it  appeared  that  plaintiffs  and 
known  to  the  law.  If  the  defend-  defendants  had  agreed  that  the 
ants  had  agreed  to  do  an  unlawful  purchase  was  to  be  made  on  the 
act,  they  might  be  indicted,  al-  Stock  Exchange  with  the  view  of 
though  their  agreement  did  not  inducing  the  public  to  believe  there 
result  in  any  act.  An  action  might  was  a  market  for  them,  although,  as 
be  brought  against  several  defend-  the  parties  knew,  there  was  not  such 
ants  who  had  agreed  to  do  an  act  a  market,  and  the  court  further  held 
which  resulted  in  an  infringement  that  such  an  agreement  was  a  con' 
of  plaintiff's  legal  rights,  but  the  spiracy  for  which  the  parties  might 
cause  of  action  was  not  the  agree-  be  indicted.  The  court  itself  raised 
ment,  but  the  infringement  of  plain-  the  question  of  illegality,  which  was 
tiffs  legal  rights,  which  in  this  case  not  advanced  by  the  parties.  And 
had  not  been  shown.  see  Secor  vs.  Goslin,  N.  Y.  L.  J. 

In  Scott  vs.  Brown,  (1892)  2  Q.  March  26,  1901,  p.  2310,  where  mo- 
B.  D.  724,  it  was  held  that  princi-  tions  to  vacate  orders  of  arrest  were 
pals  could  not  obtain  a  rescission  of  denied  on  the  ground  that  plaintiff 
a  contract  made  by  them  with  Stock-brokers  had  been  induced  by 
Stock-brokers  to  purchase  shares,  the  fraud  and  conspiracy  of  defend- 
and  recover  the  money  paid  for  ants  to  purchase  worthless  stock, 
them,  on  the  ground  that  the  Bro-  *  People  vs.  Goslin,  73  X.  Y. 
kers  had  delivered  their  own  shares  Supp.  520,  afT'd  171  N.  Y.  627. 
to  them,  instead  of  buying  them  for  See  in  this  connection,  People  vs. 
plaintiffs  on  the  Stock  Exchange,    Putnam,  90  A.  D.  125. 

40 
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when  its  property  was  devoted  to  a  public  use  and  became 
a£Fected  with  a  public  interest.^ 

2.  "  Comers,''  "  Rigging  the  marhetj' "  Poofa."— Closely 
akin  to  the  foregoing  is  the  subject  of  ^^  CiomerSy"  ^  Rigging 
the  market "  and  "  Pools." 

A  "  comer  "  is  a  scheme  or  combination  of  one  or  more 
"buUs''  who  are  "long"  of  certain  stocks  or  securities^ 
to  compel  the  "bears,"  or  persons  "short"  of  the  stock, 
to  pay  a  certain  price  for  the  same.  Or  it  may  be  a  com- 
bination to  force  a  fictitious  and  unnatural  rise  in  a  mar- 
ket for  the  purpose  of  obtaining  the  advantage  of  dealers 
and  purchasers,  and  all  persons  whose  necessities  or  contracts 
compel  them  to  use  or  obtain  the  thing  "  cornered." ' 

"  Rigging  the  market "  is  described  as  a  process  by  which 
"  an  artificial  value  is  given  to  securities  by  means  of  dealings 
upon  the  market  which  are  not  genuine  dealings  on  behalf 
of  the  public."  See  Brodhurst's  Law  and  Practice  of  the 
Stock  Exchange,  p.  26.' 

A  "  pool "  is  defined  as  a  combination  of  persons  contrib- 
uting money  to  be  used  for  the  purpose  of  increasing  or 
depressing  the  market  price  of  stocks,  grain,  or  other  com- 
modities ;  also  the  aggregate  of  the  sums  so  contributed.* 
A  "  pool "  is  also  defined  as  a  joint  adventure  by  several 
owners  of  a  specified  stock  or  other  security  temporarily 
subjecting  all  their  holdings  to  the  same  control  for  the 


^  Stock  Exchange  vs.   Board  of  *  Scott  vs.  Brown,  (1892)  2  Q.  B. 

Trade,  127  111.  153.  724;  Begbie  vs.  Hiosphate  Sewage 

'  Raymond  vs.  Leavitt,  13  Cent.  Co.,  35  L.  T.  350;  Marzetti's  Case, 

L.  J.  110.     As  to  when  it  is  not  42  L.  T.  206;  Twycross  vs.  Grant,  2 

libelous  per  se  to  say  of  a  Cotton-  C.  P.  D.  469;  Gray  vs.  Lewis,  L.  R. 

Broker  that  he  cornered  the  market,  8  Ch.  App.  1035. 

see  Labouisse  vs.  Evening  Post,  41  *'  Webster. 
N.  Y.  Supp.  688. 
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purpose  of  a  speculative  operation,  in  which  any  sacrifice 
of  the  shares  contributed  by  one,  and  any  profit  on  the 
shares  contributed  by  another,  shall  be  shared  by  all  alike.^ 

A  "  comer"  is  manifestly  much  more  obnoxious  to  reason 
and  to  the  law  when  it  has  for  its  object  the  artificial  en- 
hancement of  the  market  value  of  any  kind  of  property 
which  purchasers  are  compelled  to  buy,  than  when  the 
scheme  is  formed  to  "  squeeze  "  the  "  bears,"  or  persons  who 
have  sold  property  which  they  did  not  possess,  hoping  to 
buy  it  when  it  reached  the  level  of  their  expectations.  Yet 
it  is  doubtful  whether  the  "  corner  "  is  not  equally  illegal  in 
the  one  case  as  in  the  other. 

But,  in  any  case,  a  combination  or  scheme  which  has  for 
its  object  the  fraudulent  inducing  of  persons  to  sell  property 
for  future  delivery,  with  the  intention  or  purpose  of  compel- 
ling such  persons  to  buy  in  or  purchase  the  same  at  a  price 
fixed  by  the  combination,  destroying  a  chance  or  opportun- 
ity of  a  fair  purchase,  is  void.' 

These  "  comers  "  are  carried  out  in  forms  varying  as  they 
relate  to  different  kinds  of  property,  or  as  they  are  managed 
in  one  or  more  places,  where  the  course  of  dealing  is  not  the 
same.  A  "corner"  in  stocks  may  be  illustrated  in  this 
manner :  The  "  bears  "  in  the  market  are  those  persons  who, 
from  a  variety  of  reasons,  believe  or  hope  that  the  price  of  a 
certain  security  will  decline,  and  without  having  any  of  it, 
they  sell  the  same,  borrowing  the  security  for  delivery  from 
some  third  person,  expecting  to  buy  it  at  a  lower  price  and 

*  Century     Dictionary.    It     was  benefit,  the  word  "pool"  had  no 

held  in  Green  vs.  Higham,  161  Mo,  technical   meaning,    and   that   the 

333,  that  where  three  persons,  own-  word  should  be  read  in  the  light  of 

ing  between  them  600  shares  of  the  the  whole  contract, 
stock    of    a    company,  agreed    to       *  Barry  vs.  Croskey,  2  Johns.  & 

"pool"  said  shares  for  their  mutual  H.  1,  and  c[\ses  liereafter  cited. 
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return  it  to  the  lender.  The  difference  between  the  price 
at  which  they  sell  the  security  and  the  price  which  they  are 
compelled  to  pay  for  the  same  constitutes  the  profit  or  loss 
of  the  transaction.  If  the  security  decline,  there  is  a  profit ; 
if  it  advance,  there  is  a  loss.  "  The  bulls,"  on  the  other 
hand,  discovering  that  there  is  a  "  short "  representation  in 
the  security,  sufficiently  large  to  justify  the  movement, 
combine  together  to  buy  all,  or  as  much  of  the  security  as 
will  enable  them  to  accomplish  their  object ;  and  when  they 
have  succeeded  they  become  masters  of  the  situation.  The 
"  bears  "  are  then  compelled  to  buy ;  but,  as  all  the  security 
is  in  possession  or  under  the  control  of  the  "  bulls,"  they  are 
forced  to  pay  any  price  which  the  cornering  party  chooses 
to  ask  for  it.    The  "  corner  "  is  then  complete. 

The  validity  of  the  combinations  which  we  have  here 
briefly  described  has  been  passed  on  by  the  courts  on  several 
occasions,  and  in  many  instances  they  have  been  declared  il- 
legal. 

In  the  interesting  case  of  Barry  vs.  Croskey,^  which  arose 
out  of  certain  dealings  on  the  London  Stock  Exchange,  a 
state  of  facts  was  revealed  which  showed  that  the  defend- 
ants, having  first  put  themselves  in  control  of  all  the  shares 
and  allotments  of  a  certain  company,  induced  a  Stock-job- 
ber to  sell  a  number  of  shares  for  future  delivery — ^i.  e.,  the 
next  settling-day — ^and  then  compelled  him  to  settle  his 
contracts  at  figures  satisfactory  to  them,  before  he  knew  of 
the  whole  truth  of  the  transaction.  He  subsequently 
brought  a  bill  in  Chancery,  in  which  he  averred  that  de- 
fendants, the  directors  and  secretary  of  a  projected  rail- 

*  2  Johns.  &  H.  1.  See  also  Brit-  Gray  vs.  Lewis,  L.  R.  8  Ch.  App. 
ish  and  American  Telegraph  Co.  vs.  1035;  Salaman  vs.  Warner,  65  L.  T. 
The  Albion  Bank,  L.  R.  7  Ex.  119;   N.  S.  132. 
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way  company,  having,  partly  by  allotments  to  fictitious 
persons  and  partly  by  purchase,  obtained  possession  of  all 
the  shares  of  a  given  class  in  the  company,  though  their 
Broker  induced  plaintiff,  a  Stock-jobber,  to  contract  to  sell 
them  certain  of  such  shares,  to  be  delivered  upon  the  set- 
tling-day to  be  appointed  by  the  committee  of  the  Stock 
Exchange ;  and  that  they  then,  by  false  and  fraudulent  rep- 
resentations made  by  them  in  their  official  character  to 
the  committee  of  the  Stock  Exchange,  procured  the  appoint- 
ment of  a  settling-day  ;  upon  the  arrival  of  which  plaintiflf, 
being  by  reason  of  the  scheme  thus  contrived  by  defend- 
ants unable  to  procure  the  shares  he  had  contracted  to  de- 
liver, except  at  a  ruinous  premium,  was  compelled  to  pay 
defendants  a  sum  specified  in  the  bill  to  release  him  from 
his  contract ;  and  the  bill  prayed  for  a  declaration  that  such 
a  contract  was  fraudulent  and  void,  or  inoperative,  and  for 
repayment  to  plaintiff  of  the  amount  he  had  paid  in  respect 
thereof.  The  company  having  been  joined  as  defendants  to 
the  bill,  upon  the  ground  that  they  had  adopted  the  fraud- 
ulent representations  made  by  their  directors  and  secre- 
tary to  the  committee  of  the  Stock  Exchange,  the  court 
held,  on  demurrer  by  the  company,  that  although  the  com- 
pany might  have  benefited  by  the  fraudulent  representa- 
tions— e.  g.,  by  obtaining  a  quotation  and  an  increased  price 
for  their  shares — and  although  they  might  be  answerable 
for  that  increased  price,  or  for  any  other  direct  advantage 
derived  from  such  fraudulent  representations,  yet  it  not  be- 
ing shown  that  the  company  knew  such  representations 
were  made  by  their  directors  with  intent  to  defraud  the 
plaintiff,  by  compelling  him  to  perform  his  contract,  or  even 
that  they  knew  of  the  existence  of  such  a  contract,  the 
company  were  not  responsible  for  the  loss  plaintiff  had  thus 
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incidentally  sustained,  and  the  company's  demurrer  was  al- 
lowed ;  but  it  was  further  held  that  the  bill  was  not  open  to 
deinarrer  on  the  part  of  the  other  defendants  on  any  ground, 
it  having  averred  that  the  several  defendants  had  combined 
to  practise  jointly  this  "scheme  of  deceit,'^  as  the  court 
termed  it.^ 

The  case  of  Salamon  vs.  Warner,  supray  affords  an  example 
of  the  difSculty  of  successfully  maintaining  a  civil  action 
against  a  cornering  combination,  although,  upon  the  facts 
as  stated,  the  defendants  might  have  been  indicted. 

Sampson  vs.  Shaw'  presents  an  action  between  members 
of  the  cornering  combination.  In  that  case  it  appeared  that 
the  plaintiff,  the  firm  of  T.  &  Co.,  and  one  B.,  entered  into 
an  agreement  to  operate  in  the  stock  of  a  certain  railway 
company  for  the  purpose  of  getting  a  "  corner,"  T.  &  Co. 
taking  one  half,  and  the  plaintiff  and  E.  each  a  quarter  in- 
terest in  the  operation,  the  plan  of  operation  being  as  fol- 
lows :  T.  &  Co.  were  to  be  the  managers,  and  were  to  buy 
up  a  large  quantity  of  the  stock  and  control  it  in  such  a 
manner  as  to  make  a  large  demand  for  it,  so  that  parties 
selling  on  time  would  be  compelled  to  pay  large  differences ; 
T.  &  Co.  were  then  to  receive  and  make  proposals  and 
agreements  thereon  for  the  purchase  of  stock  to  be  deliv- 
ered at  a  future  day,  the  parties  agreeing  to  sell  not  then 
having  the  stock  in  possession  or  owning  it,  and  then  the 
sellers,  when  the  day  for  delivery  should  arrive,  would  be 
compelled  to  pay  such  prices  or  differences  as  the  parties 
to  the  combination  might  ask  ;  the  money  to  carry  on  the 

*  As  the  result  of  an  inquiry  by  (Barry  vs.  Croskey,  2  Jolins.  A  H. 

the  Stock  Exchange  Committee  the  1)  was  subsequently  ordered  to  be 

company  attempted  to  be  promoted  stricken  from  the  official  list, 
in  the  case  mentioned  in  the  text       '101  Mass.  145. 
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operation  was  to  be  farnished,  and  the  profits  or  losses 
shared  or  borne  by  the  parties  in  proportion  to  their  re- 
spective interests ;  that  said  stock  at  the  time  was  of  little,  if 
any,  intrinsic  value,  and  was  selling  in  the  market  for  about 
five  dollars  per  share ;  that  R.  paid  in  money  from  time  to 
time  as  called  for  under  the  agreement  for  carrying  on  the 
operations.  T.  &  Co.  did  proceed  to  make  purchases,  and 
in  so  doing  expended  a  large  sum  of  money.  The  opera- 
tion in  the  stock  was  not  successful,  and  the  money  invested 
therein  was  substantially  lost.  The  plaintiff  brought  an 
action  against  the  representatives  of  T.  &  Co.  for  money 
had  and  received.  The  defendant,  in  answer,  showed  that 
the  amount  had  been  actually  appropriated  or  expended  in 
carrying  out  the  above-described  agreement. 

The  auditor  to  whom  the  cause  was  referred  ruled  that 
the  agreement  for  operating  in  the  above  manner  Avas  ille- 
gal and  void  ;  and  this  ruling  was  sustained,  on  appeal,  by 
the  Supreme  Court,  which  held  that  neither  party  as 
against  the  other  could  enforce  what  remained  to  be  done, 
or  correct  what  had  been  done,  under  a  conspiracy  of  that 
description,  and  that  such  an  agreement  did  not  make  the 
parties  partners. 

In  a  case  in  Michigan^  the  Supreme  Court  examined  the 
subject  of  a  ^'corner"  in  grain.  In  that  case  the  plaintiff 
advanced  certain  money  to  the  defendants  for  the  purpose 
of  controlling  the  wheat  market,  with  a  view  of  forcing  up 
prices  and  producing  a  "corner,"  and  compelling  parties 
who  had  contracts  to  fill  to  pay  a  higher  price  for  wheat  to 
fill  them.  The  action  was  to  recover  the  money  advanced  to 
the  defendant  for  this  purpose,   and  the  court,  through 

'  Raymond  vs.  Leavitt,  13  Cent.  L.  J.  110. 
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Campbell,  J.,  in  a  very  able  and  thorough  opinion,  held  that 
the  plaintiff  was  not  entitled  to  recover.  The  court  said 
that  "  the  object  of  the  arrangement  between  these  parties 
was  to  force  a  fictitious  and  unnatural  rise  in  the  wheat 
market,  for  the  express  purpose  of  getting  the  advantage 
of  dealers  and  purchasers  whose  necessities  compelled  them 
to  buy,  and  necessarily  to  create  a  similar  difficulty  as  to  all 
persons  who  had  to  obtain  or  use  that  commodity,  which  is 
an  article  indispensable  to  every  family  in  the  country. 
That  such  transactions  are  hazardous  to  the  comfort  of 
the  community  is  universally  recognized.  This  alone  may 
not  be  enough  to  make  them  illegal,  but  it  is  enough  to 
make  them  so  questionable  that  very  little  further  is  re- 
quired to  bring  them  within  distinct  prohibition." 

The  cases  of  The  Morris  Run  Coal  Co.  vs.  Barclay  Coal 
Co.^  and  Amott  vs.  Pittston,  etc..  Coal  Co.'  held  contracts 
involving  similar  dealings  in  coal  to  be  against  public  policy. 
"  And,"  said  the  court,  in  Raymond  vs.  Leavitt,  supra^ 
"  we  think  the  reasoning  of  these  cases  is  based  on  familiar 
common-law  principles,  which  apply  more  strongly  to  pro- 
visions than  to  any  other  articles.  ...  At  common  law 
there  is  no  doubt  such  transactions  as  were  here  contem- 
plated, although  confined  to  a  single  person,  were  indictable 
misdemeanors  under  the  law  applicable  to  forestalling  and 
engrossing.  Some  of  our  States  have  abolished  the  old 
statutes  which  were  adopted  on  this  subject,  and  which 
were  sometimes  regarded  as  embodying  the  whole  law 
in  such  cases.  .  .  .  But,  so  long  as  the  early  statutes  only 
were  repealed,  it  was  considered  that  enough  remained 
of  the  common  law  to  punish  combinations  to  enhance  the 

» es  Pa.  St.  173.  *  es  N.  Y.  558. 
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valne  of  commodities.  And  when  this  doctrine  became  nar- 
rowed, it  seems  to  have  been  considered  that  snch  combina- 
tions to  enhance  the  price  of  provisions  remained  under  the 
ban.  .  .  .  We  do  not  feel  called  upon  to  regard  so  much  of 
the  common  law  to  be  obsolete  as  treats  these  combinations 
as  unla\yful,  whether  they  should  now  be  held  punishable  as 
crimes  or  not.  The  statute  of  Xew  York,  which  is  univer- 
sally conceded  to  be  a  limitation  of  common-law  offences, 
is  referred  to  in  the  case  in  68  N.  Y.  558,  as  rendering 
such  conspiracies  unlawful.  .  .  .  There  may  be  difSculties  in 
determining  conduct  as  in  violation  of  public  policy,  where  it 
has  not  before  been  covered  by  statutes  as  precedents.  But 
in  the  case  before  us  the  conduct  of  the  parties  comes  within 
the  undisputed  censure  of  the  law,  and  we  cannot  sustain 
the  transaction  without  doing  so  on  the  ground  that  such 
dealings  are  so  manifestly  sanctioned  by  usage  and  public 
approval  that  it  would  be  absurd  to  suppose  the  legislature, 
if  attention  were  called  to  them,  would  not  legalize  them. 
We  do  not  think  public  opinion  has  become  so  thoroughly 
demoralized  ;  and  until  the  law  is  changed,  we  shall  decline 
enforcing  such  contracts.  If  parties  see  fit  to  invest  money 
in  such  ventures,  they  must  get  it  back  by  other  than  legal 
means." 

There  are  other  American  cases  which  sustain  the  doc- 
trine laid  down  in  Raymond  vs.  Leavitt.* 


^  The  following  charge  of  Mr.  Jus-  "Gentlemen    of   thb    Grand- 

tice  Jamieson  to  a  grand-jury  of  the  jury. — Besides  the  statutes  against 

Criminal  Court  of  Chicago,  Oct.  12,  gambling,  selling  liquor  to  minors, 

1881,  illustrates  the  condition  of  the  and  acts  of  violence  to  person  or 

law  of  Illinois  upon  the  subject  of  property,  which  form  the  subject  of 

which  we  are  treating,  so  forcibly  your  ordinary  deliberations,  I  wish 

and  thoroughly  that  we  give  it  in  to  call  your  attention  to  one  which 

full:  I  will  now  read:   'Whoever  con- 
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In  the  State  of  New  York  the  Supreme  Court  has  de- 
cided that  the  law  will  not  aid  either  party  to  enforce  an 
agreement  entered  into  for  the  purpose  of  advancing  the 

tracts  to  have  or  give  to  himself  the  for  future  delivery  of  grain  and 
option  to  sell  or  buy  at  a  future  time  other  commodities.  The  fact  that 
any  grain  or  other  commodity,  stock  property  is  sold  to  be  delivered  at  a 
of  any  railroad  or  other  corporation,  future  day  does  not  make  the  Con- 
or gold,  or  forestalls  the  market  by  tract  illegal,  although  it  is  not  at 
spreading  false  rumors  to  influence  the  time  possessed  or  owned  by  the 
the  price  of  commodities  therein,  or  seller,  or  that  the  time  of  its  deliyery 
comers  the  market,  or  tries  to  do  so,  is  left  within  fixed  limits,  optional 
in  relation  to  any  of  such  commodi-  with  the  buyer  or  seller,  though  in 
ties,  shall  be  fined  not  less  than  $10  one  sense  any  such  sale  is  a  sale  of 
nor  more  than  $1000,  or  confined  in  an  option  apparently  within  the 
the  County  Jail  not  exceeding  one  statute.  What  makes  it  a  gambling 
year,  or  both'  (Revised  Statutes^  contract  is  the  intent  of  the  parties 
lUinois,  ch.  38,  §  130).  By  this  sec-  that  there  shall  not  be  a  delivery  of 
tion  are  denounced  three  separate  the  commodity  sold,  but  a  payment 
misdemeanors — the  sale  of  options,  of  differences  by  the  party  losing 
forestalling  the  market,  and  comer-  upon  the  rise  or  fall  of  the  market, 
ing  the  market.  AU  these  have.  Of  this  intent  the  jury  are  to  be  the 
either  in  name  or  in  spirit,  been  al-  judges,  and  it  may  be  inferred  di- 
ways  interdicted  by  the  common  rectly  from  the  terms  of  the  con- 
law,  and  that  of  forestalling  was,  at  tract  or  indirectly  from  the  course 
a  very  early  day,  made  punishable  of  dealing  of  the  parties  (Pickering 
in  England  by  statute.  Over  a  vs.  Cease,  79  HI.  328;  Walcott  vs. 
century  ago  a  movement  arose  in  Heath,  78  id.  433;  Pixley  vs.  Bojm- 
England  for  abolishing  the  restric-  ton,  79  id.  351).  By  this  legislation 
tions  upon  the  freedom  of  trade,  and  the  General  Assembly  had  no  pur- 
these  statutes  were,  or  a  part  of  pose  to  interdict  bona  fide  sales  of 
them,  repealed;  but  the  common  commodities,  but  only  such  as  are 
law  has  remained,  both  there  and  in  colorable  or  fraudulent,  contrived 
this  country,  unchanged,  though  by  both  parties  as  a  cover  merely 
fallen  into  disuse.  The  exigencies  for  gambling  transactions.  The 
of  the  times  induced  our  legislature  offence  of  forestalling  originally 
a  few  years  since  to  re-enact  the  consbted  in  the  buying  or  contract- 
statute  against  forestalling,  and  to  ing  for  merchandise  or  victuals  corn- 
add  to  it  those  touching  'options'  ing  to  market,  or  dissuading  persons 
and  'comers,'  which  I  have  read —  from  bringing  their  goods  or  pro- 
offences  to  which  the  criminal  in-  visions  there,  or  inducing  them  to 
genuity  of  our  ancestors  seems  not  raise  their  prices  (2  Whart.  Crim. 
to  have  been  equal.  The  first  of-  Law,  1849).  Our  statute  has  nar- 
fence  is  the  illegal  sale  of  options   rowed  the  offence  so  that  it  covers 
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selling  price  of  stocks  by  means  of  fictitious  dealings  de- 
signed to  produce  a  false  impression  on  the  minds  of  observ- 
ers concerning  their  real  value,  and  in  that  way  to  induce 

only  forestalling  the  market  by  this  is  not  wrong  then  nothing  is 
spreading  false  rumors  to  influence  wrong.  Public  rumor  on  the  street 
the  price  of  commodities  therein,  and  in  the  press  justifies  me  in  say- 
The  obvious  purpose  of  the  legislar  ing  that  these  offences  are  rife 
ture  in  making  this  provision  was  to  among  us;  and  in  asking  you,  if 
protect  the  people — the  consiuners  evidence  to  that  effect  should  reach 
as  well  as  innocent  traders — from  you,  to  make  them  the  subject  of  in- 
the  damage  resulting  from  unnatu-  quiry,  your  duty  and  mine  is  plain, 
ral  and  fictitious  fluctuations  of  However  powerful  the  combination 
prices,  brought  about  by  the  false  to  defy  the  laws,  and  however  diffi- 
suggestions  of  interested  persons,  cult  to  detect  and  punish  the  crimes, 
The  offence  of  cornering  the  market  we  rank  ourselves  with  the  criminal 
is  not,  so  far  as  I  am  aware,  men-  if  we  fail  to  bring  the  terrors  of  the 
tioned  in  the  books,  but  it  is  one  law  to  bear  upon  him.  For  one,  I 
of  a  numerous  family  of  frauds,  of  refuse  not  to  hear  what  fills  the  ears 
which  the  various  members  in  their  of  all  to  the  discredit  of  the  business 
fight  with  society  assume  an  infini-  men  and  methods  of  this  city.  The 
tude  of  shapes  and  colors.  crimes  indicated  are  being  conmiit- 
''Todetect  and  pimish  these,  not-  ted.  It  imports  much  that  the 
withstanding  the  novelty  and  ap-  validity  of  our  statute  and  its  suffix 
parent  innocence  of  their  disguises,  ciency  to  reach  the  guilty  parties 
is  the  first  business  of  courts  of  should  be  early  tested.  If  the  spread 
justice.  The  thing  which  we  know  of  gambling  has  infected  our  busi- 
as  a  'comer'  in  the  market  might  be  ness  men,  the  consequences  cannot 
briefly  described  as  a  process  of  but  be  disastrous.  The  course  of 
driving  unsuspecting  dealers  in  business,  instead  of  proceeding 
grain,  stock,  and  the  like  into  a  quietly  and  healthily,  will  become 
corral,  and  relieving  them  of  their  broken  by  fits  of  fever  and  panic; 
purses.  The  essence  of  the  offence  unlawful  gains  will  be  preferred  to 
consists  in  the  party  securing  a  con-  the  slow  profits  of  legitimate  trade; 
tract  for  the  future  delivery  of  some  our  farmers,  partaking  of  the  preva- 
commodity  at  his  option,  and  then,  lent  spirit,  will  hold  back  their  crops 
by  engrossing  the  stock  of  such,  in  expectation  of  comer  processes, 
commodity  in  the  market,  making  borrowing  money  on  mortgage  to 
it  impossible  for  the  other  party  to  carry  on  their  operations,  instead  of 
complete  his  contract  save  by  pur-  realizing  by  the  sales  of  farm  prod- 
chasing  of  his  adversary  at  his  own  ucts.  It  is  said  that  these  phe- 
pric«,  or  paying  in  cash  the  differ-  nomena  are  already  apparent,  and 
ence  fixed  by  such  adversary.  As  they  are  charged  to  be  the  effects  of 
was  said  of  another  great  wrong,  if  violations  of  the  law.    I  will  only 
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as  coal,  flour,  and  other  indispensable  commodities,  might 
be  artificially  raised  to  a  ruinous  extent  far  exceeding  any 
naturally  resulting  from  the  proportion  between  supply  and 
demand." 

But  an  agreement  to  combine  stock  for  the  purpose  of 
terminating  mismanagement  by  a  change  in  the  direction, 
through  the  instrumentality  of  a  majority  of  votes  at  a  reg- 
ular election,  is  not  in  conflict  with  the  requirements  of 
the  law,  and  in  no  wise  derogates  from  its  policy.^  !Nor  u 
an  agreement  made  between  a  like  number  of  stockholders, 
in  regard  to  holding  their  stock  and  selling  the  same  to- 
gether, invalid  and  in  contravention  of  public  policy  and 
law.^  So  an  agreement  to  form  a  "  pool "  for  speculating 
in  a  particular  stock  is  not  necessarily  void  as  against 
public  policy .• 

By  L.  1887,  c.  176,  L.  1889,  c.  257,  and  L.  1891,  c.  158, 
Dassler's  Gen.  Stats.  §§  2427-46,  pooling  in  grain  and 
stock  or  'Other  unlawful  specified  combinations  to  control 
prices  and  in  restraint  of  trade,  are  made  misdemeanors  in 
Kansas,  and  similar  statutes  have  been  enacted  in  Nebraska. 
Comp.  Stats.  1901,  §§  6959-64,and  Kentucky,  Ky.  St.  §  3915. 
Other  like  statutes  prohibiting  trusts,  and  unlawful  combi- 
nations in  restraint  of  trade  have  been  passed  in  several  other 
States  and  by  Congress,  and  many  decisions  interpreting 
them  have  been  rendered  by  the  courts.'    A  pool  of  a  num- 

*  Havemeyer  vs.  Havemeyer,  11  and  "Excessive  Combination  and 
J.  &  S.  (N.  Y.)  513.  its  Remedy,"  in  6  Law  Notes,  101. 

» Id.  507.  Under  the  Anti-Trust  Act  of  1890, 

*  Quincey  vs.  White,  63  N.  Y.  370,  a  combination  of  stock-holders  of 
383.  two  competing  raibroads  by  which  a 

*  See  the  following  article:  "  Anti-  majority  of  its  stock  is  transferred 
monopoly  legislation  from  the  days  to  a  corporation  organized  to  vote 
of  Elizabeth  to  the  Anti-Trust  Act  same,  and  thus  prevent  competition, 
of  1890,"  in  55  Cent.  Law  Jour.  144,  is    illegal.    U.    S.    vs.     Northern 
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ber  of  persons  to  advanoe  the  prioe  of  lard,  being  unlawfai 
under  the  New  York  statutes,  an  accounting  cannot  be  had 
against  Brokers  who  acted  as  agents  for  the  pool  in  carry- 
ing out  the  scheme.^ 

In  concluding  our  review  of  these  miscellaneous  author- 
ities in  reference  to  combinations  or  corners,  it  is  very 
important,  as  bearing  upon  their  validity,  to  keep  in  mind 
that  by  the  statute  of  New  York  "  short "  sales  of  securities 
are  legalized.'  This  statute  would  seem  to  show  most  em- 
phatically that  the  "  public  policy  "  of  the  State  of  New 
York  sustains  the  practice  of  selling  ^'  short,"  which,  as  we 
have  seen,  is  reprobated  by  the  statutes  of  Massachusetts, 
Georgia  and  South  Carolina ;  and  the  legislature,  having  en- 
couraged and  legalized  these  '^  short "  contracts,  it  becomes  a 
question  of  very  grave  doubt  whether  the  judicial  powers 
should  be  used  to  relieve  persons  selling  ^'  short "  from  these 
"  corners,"  which  are,  after  all,  but  the  logical  consequences 
of  their  own  acts. 

Where  the  parties  organizing  a  corner  are  guilty  of  fraud, 
as  in  Barry  vs.  Croskey,*  or  where  other  circumstances 
intervene  which  render  it  manifestly  unjust  to  enforce  the 
result  of  the  combination  against  the  sellers  of  stocks,  the 
courts  may  interfere.  But,  in  the  ordinary  case  of  a  "  short " 
sale  of  stocks,  it  is  verv  doubtful  whether  the  courts  should 
be  used  to  protect  persons  from  the  consequences  of  their  own 
folly  in  selling  that  which  they  do  not  own,  in  the  hope 
and  expectation  that  by  such  sales  the  property  of  others 


Securities  Co.,  120  Fed.  721,  aff'd  vs.  Sugar  Refining  Co.,  54  Hun, 

by    the    Supreme    Court,    March,  354. 

1904.  '  Laws,  1858,  ch.  134,  now  §  22 

'  Leonard  vs.  Poole,  114  N.  Y.  of  the  Personal  Property  Law. 

371.    See  also  as  to  sugar.  People  '  2  John.  &  H.  1. 
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will  be  so  mach  affected  as  to  make  their  andertaking  a 
success.  And,  if  their  expectations  should  fail,  there  would 
seem  to  be  neither  reason  nor  justice,  especially  in  those 
States  where  ^^  short "  sales  are  sanctioned  by  statute,  in  the 
courts  aiding  them  to  get  relief  from  their  contracts. 

In  England  ^^  corners"  sometimes  arise  out  of  the  peculiar 
system  which  there  prevails  of  dealing  in  shares  before 
allotment,  and  they  were  the  subject  of  investigation  by  the 
Boyal  Commission  to  which  we  have  before  alluded.^  The 
operation  is  there  explained  as  follows : 

There  is  yet  another  aspect  of  the  dealings  in  shares  be- 
fore allotment.  It  may  be  called  the  ^' stock-jobbing" 
aspect.  Quite  independently  of  the  object  of  floating  the 
company  by  getting  its  share  capital  subscribed,  the  pro- 
moters of  worthless  companies  have  the  immediate  object 
of  receiving  largiH*  profits  to  themselves  by  traffic  in  these 
new  shares.  Dealings  before  allotment  give  them  the  req- 
uisite facilities  for  so  doing. 

There  is  another  way  in  which  this  dealing  before  allot- 
ment operates  on  the  Stock  Exchange.  The  promoters  of 
a  new  company  send  into  the  market  and  buy  at  a  premium 
a  large  quantity  of  their  own  shares — a  quantity  so  large, 
perhaps,  relatively  to  the  entire  share  capital,  that  when 
the  settling-day  comes  after  the  allotment,  and  the  sellers 
have  to  procure  the  shares  to  deliver,  they  find  themselves 
in  a  difBculty  ;  for  the  promoters — who,  it  must  be  remem- 
bered, have  the  allotment  entirely  in  their  own  hands — have 
allotted  so  many  shares  to  themselves  or  their  friends,  or  to 
other  persons,  with  an  understanding  that  they  must  keep 
the  shares  allotted  to  them  and  not  sell  them,  or  have  kept 

>  Rep.  of  Stock  Exch.  Com.  1878. 
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back  so  large  a  quantity  of  shares  and  not  allotted  them  at 
all,  that  they  have  practically  obtained  the  entire  control 
of  the  market ;  and  the  dealers  who  have  sold,  in  the  ex- 
pectation of  having  a  free  market  of  the  entire  share  capital 
to  buy  in  for  the  purpose  of  delivery,  find  themselves,  as 
it  is  called,  "  cornered,"  and  obliged  to  pay  such  prices  as 
the  sellers  choose  to  ask,  to  enable  them  to  complete  their 
c(Hi  tracts. 

This  practice  of  buying  shares  or  other  securities — ^the 
buyer  having  already  possessed  himself,  or  in  some  other 
manner  procured  the  control,  of  so  large  a  quantity  of  the 
thing  which  the  seller  has  contracted  on  a  future  day  to 
deliver,  that  the  seller  is  "  cornered,"  and  virtually  placed 
at  the  mercy  of  the  buyer — is  not  confined  to  the  dealings 
before  allotment  in  the  shares  of  a  new  company  or  loan ; 
but  it  is  obvious  that  the  allotment  of  the  shares  of  a  new 
company,  being  entirely  in  the  hands  of  the  promoters, 
gives  them,  if  they  choose  to  purchase  their  own  shares 
before  the  allotment,  unusual  facilities  for  carry  out  such 
an  operation.  Accordingly,  the  rules  of  the  Stock  Exchange, 
as  adn(^inistered  by  the  committee,  provide  methods  of  de- 
feating such  combinations. 

In  the  case  of  new  companies,  all  bargains  before  allot- 
ment are  made  for  some  future  day,  which  is  not  fixed  at 
the  time  the  bargains  are  made,  but  it  is  to  be  fixed  at  a 
future  day  by  the  committee  of  the  Stock  Exchange ;  and 
if  the  committee  refuse  to  fix  a  day  of  special  settlement,  all 
bargains  that  have  been  previously  made  are  void.  This 
system  enables  the  committee  to  defeat  operations  of  the 
character  we  have  been  just  describing  in  cases  where  they 
can  arrive  at  the  necessary  facts.  They  hear  and  entertain 
any  objection  that  any  member  may  make  to  the  settlement 
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being  granted ;  and  if  it  is  shown  to  them  that  the  promoters 
have  by  their  dealings,  coupled  with  the  allotment,  practically 
obtained  the  command  of  the  market,  and  placed  the  dealers 
or  sellers  in  an  unfair  position,  the  settlement  is  refused. 

If  false  statements  are  made  to  the  committee  in  order  to 
induce  them  to  grant  quotation  or  settlement,  the  guilty  par- 
ties may  at  law  be  made  criminally  or  civilly  liable.  Thus 
in  the  Eupion  Gas  case,  before  referred  to,^  the  promoters 
of  the  company  were  convicted  on  a  charge  of  agreeing  to- 
gether by  false  pretences  to  deceive  the  members  of  the 
committee,  and  to  induce  them,  contrary  to  the  true  intent 
and  meaning  of  the  rules,  to  order  a  quotation  of  the  shares 
of  the  company  in  the  official  list ;  and  thereby  to  induce 
and  persuade  all  pereons  who  should  thereafter  buy  and 
sell  the  shares  of  the  said  company  to  believe  that  the  latter 
was  duly  formed  and  constituted,  and  had  in  all  respects 
complied  with  the  rules  so  as  to  entitle  them  to  have  their 
shares  quoted. 

But  it  was  held  in  Ex  parte  Ward,  that  if  the  settling  day 
has  been  obtained  from  the  committee  by  a  fraud  to  which 
the  contracting  parties  were  not  privy,  the  contract  does 
not  become  void.^ 

^  Reg.  vs.  Aspinall,  1  Q.  B.  D.  although  the  defendants  did  not 
730;  2  id.  48.  In  Rees  vs.  Fernie,  4  deny  the  fraud  practiced  by  them 
N.  R.  539,  13  W.  R.  6,  it  was  held  on  plaintiflf. 
that  where  a  person  owning  only  '  20  Ch.  Div.  356. 
thirty  shares  in  a  company,  con-  The  Penal  Code  of  California, 
tracted  for  the  purchase  of  between  §  395  (Pomeroy's  Annotated  Codes, 
700  and  800  sliares  for  future  de-  p.  175),  makes  it  a  misdemeanor  for 
livery  but  was  unable  to  deliver  any  person  to  employ  any  fraudu- 
them  in  consequence  of  his  intended  lent  means  to  affect  the  market 
vendees  being  in  control  of  the  com-  price  of  property,  and  under  the 
pany's  shares,  the  court  will  not  set  Illinois  statute,  supra,  cornering  the 
aside  the  contracts,  which  were  in  market  is  punishable  by  fine  and 
the  nature  of  gambling  contracts,   imprisonment.     An  att-empt  to  oor* 
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(g.)  General  Principles  Deducible  fram  the  Cases. 

The  general  result  of  the  decisions,  heretofore  commented 
upon,  or  cited  in  this  connection  in  the  notes,  upon  the  sub- 
ject of  wagering  contracts,  may  be  summed  up  as  follows : 

1.  Where  a  contract  is  made  for  the  delivery  or  accept- 
ance of  securities  at  a  future  day  at  a  price  named,  and 
neither  party,  at  the  time  of  the  making  of  the  contract,  in- 
tends to  deliver  or  accept  the  shares,  but  merely  to  pay 
ditferences  according  to  the  rise  or  fall  of  the  market,  the 
contract  is  void  either  by  virtue  of  statute  or  as  contrary  to 
public  policy.^ 

2.  That  in  each  transaction  the  law  looks  primarily  at  the 
intention  of  the  parties,  which  intention  is  a  matter  of  fact 
for  the  jury  to  determine.' 

8.  That  the  form  of  the  transaction  is  not  conclusive ;  and 
oral  evidence  m^y  be  given  of  the  surrounding  circumstances 
and  condition  of  the  parties  to  show  their  intention,  and  that 
a  contract  purporting  on  its  face  to  be  a  contract  of  sale  is  a 

ner  the  market  in  com  is  within  the  such  deposit  was  put.  Armstrong 
latter  statute.  Foss  vs.  Cummings,  vs.  American  Exchange  Nat.  Bank, 
149  III.  353.  Neither  Broker  nor  133 U.S. 433. 
principal  can  enforce  contracts  *  Grizewood  vs.  Blane,  11  C.  B. 
arising  out  of  ''cornering"  the  538,  and  all  of  the  other  authorities 
wheat  market.  Samuels  vs.  Oliver,  agree  upon  this  proposition.  The 
130  111.  73.  In  an  action  against  intention  of  the  parties,  however, 
defendants  to  recover  an  excess  of  formed  after  the  makini;  of  the  con- 
price  paid  for  grain  by  reason  of  a  tract,  does  not  affect  its  validity 
"comer"  by  defendants,  latter  (Sawyervs.  Taggart,  14  Bush  (Ky.), 
cannot  be  compeUed  to  testify  that  727).  If  stock  transactions  are 
they  "comered"  the  market.  Lam-  illegal  in  their  inception,  they  be- 
Bon  vs.  Boyden,  160  111.  613.  A  come  valid  by  subsequent  actual 
certificate  of  deposit  given  in  con-  receipt  and  delivery.  Smith  vs. 
nection  with  a  "cornering"  trans-  New  York  Stock  &c.  Exchange,  25 
action  in  wheat  in  violation  of  the  N.  Y.  Supp.  261. 
Illinois  statute,  may  be  sued  on  by  a  '  All  of  the  authorities  agree  upon 
bank  ignorant  of  the  use  to  which  this   proposition. 
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mere  gambling  device,  although  the  contract  is  in  writing 
under  seal.^ 

4.  That  option  contracts  —  viz.,  "puts,"  "callfl,"  and 
"  straddles  " — are  not  prima  facie  gambling  contracts.^ 

5.  To  make  a  contract  a  gambling  transaction,  both  par- 
ties must  concur  in  the  illegal  intent.^ 

6.  The  defence  of  wager  must  be  affirmatively  pleaded, 
and  the  burden  of  proof  is  upon  the  party  asserting  the 
same.* 

7.  In  construing  a  contract,  that  construction  is  to  be  pre- 
ferred which  will  support  it,  rather  than  one  which  will 
avoid  it.' 

8.  A  Broker  who  makes  real  contracts  with  third  persons 
in  behalf  of  his  Client,  with  the  understanding  between  the 
Client  and  Broker  that  the  former  shall  never  be  called  upon 
to  pay  or  receive  more  than  differences,  can  recover  the 
amount  paid  out  for  his  Client  in  the  transactions,  together 
with  his  commissions." 

^  Yerkes  vb.  Salomon,  11  Hun  (N.  '  Lehman  vs.  Straasberger,  2 
Y.),  471;  Story  vs.  Salomon,  71  Jf.  Wood  C.  C.  554;  Hibblewhite  vs. 
Y.  420;  HibbieTt^ite  vs.  McMorine,  McMorine,  5  M.  &  W.  462;  Greaham, 
5  M.  &  W.  466;  North  vs.  PhUlipe,  J.,  in  WUliar  vs.  Irwin,  12  Oiic. 
89  Pa.  St.  250;  Smith  vs.  Thomas,  Law  News,  241.  But  see  Connor 
lOWeekly  Notes  (Pa.),  112;  Gresh-  vs.  Black,  119  Mo.  126;  132  Mo. 
am,  J.,  in  Williar  vs.  Irwin,  12  Chic.    150. 

Law  News,  241 ;  Waite  vs.  Frank,  86  *  Dykers  vs.  Townsend,  24  N.  Y. 
N.  W.  Rep.  105.  Porter  vs.  Viets,  1  57;  Bigelow  vs.  Benedict,  70  id.  206; 
BLss.  177,  if  contrary  to  this,  is  Story  vs.  Salomon,  71  id.  420; 
against  all  the  authorities.  See,  Sprague  vs.  Warren,  26  N^.  326. 
however,  Universal  Stock  Exchange  But  see  Rudolf  vs.  Winters,  7  Ndb. 
vs.  Stevens,  66  L.  T.  R.  612.  127;  Bernard  vs.  Backhaus,  3  Wis. 

*  Story  vs.  Salomon;  Yerkes  vs.   L.  N.  338. 
Salomon,  supra.    But  see  Wolcott       *  Bigelow  vs.  Benedict,  70  N.  Y. 
vs.  Heath,  78  111.  43;  Pickering  vs.   202;  Story  vs.  Salomon,  supra. 
Cease,  79  id.  328;  Lyon  vs.  Culbert-       •  Thacker  vs.  Hardy,  27  W.  R 
son,  83  id.  33;  Schneider  vs.  Turner,    158. 
130  ni.  38. 
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9.  A  Broker  who  advances  money  to  his  principal  to  pay 
losses  incurred  in  a  stock-wagering  transaction  can  recover 
the  same  either  on  a  note  or  otherwise.^ 

10.  A  bill  of  exchange  or  promissory  note  given  upon  a 
stock-jobbing  transaction  is  valid  in  the  hands  of  a  party 
who  took  it  before  it  was  due,  for  value,  and  without  notice 
of  the  illegal  consideration.' 

11.  But  such  a  bill  is  void  in  the  hands  of  the  original 
parties,  or  in  the  hands  of  a  person  who  takes  it  after  it  is 
due  or  with  notice  of  the  facts." 

'  Id.;  Lehman  vb.  Stnussberger,  2  238.  But  see  Tenney  vs.  Foote,  4 
Wood  C.  C.  554;  Woodworth  vs.  Brad.  (111.)  594;  Hawley  vs.  Jones, 
Bennett,  43  N.Y.  273-277;  compare  69  Ala.  52;  Cunningham  vs.  Bank, 
Sampson  vs.  Shaw,  101  Mass.  145;  71  Ga.  405;  Campbell  vs.  Bank,  74 
Wyman  vs.  Fiske,  85  id.  238;  Can-  MiflB.52e;Snoddyvs.Bank,88Tenn. 
nan  vs.  Bryce,  3  B.  &  A.  179;  Amory  575.  It  was  held  in  the  District  of 
vs.  Meryweather,  2  B.  &  C.  573;  Columbia  that  such  a  note  could  not 
Gregory  vs.  Wendell,  39  Mich.  337.  be  recovered,  Lully  vs.  Morgan,  21 
See,  however,  the  decisions  in  lUi*  D.  C.  88,  but  this  case  has  been 
nois  under  the  gaming  statutes  of  overruled  owing  to  statutory  en- 
that  State,  contra.  actment.     Wirst  vs.  Stubblefield,  17 

» Day  vs.  Stuart,  6  Bing.  109;  3  App.  D.  C.  283. 
Moo.  &  P.  334,  Chit.  Jr.  1448;  »  Danforth  vs.  Evans,  16  Vt.  538; 
Greenland  vs.  I^er,  2  M.  &  Ryl.  Brown  vs.  Tiumer,  7  T.  R.  630;  2 
422;  Faikney  vs.  Reynous,  4  Burr.  Esp.  631;  Aubert  vs.  Maze,  2  Bos.  & 
2069;  Amory  vs.  Meryweather,  2  B.  P.  374;  Steers  vs.  LashJey,  6  T.  R. 
&  C.  573;  s.  c.  Chit.  Jr.  120;  Rawl-  61;  Chit.  Jr.  533;  Amory  vs.  Mery- 
in^  vs.  HuU,  1  C.  &  P.  11;  Wood-  weather,  2  B.  &  C.  573.  As  to  re- 
worth  vs.  Bennett,  43  N.  Y.  273-  lieving  parties  from  wagering  trans- 
277;  Wyman  vs.  Fiske,  85  Mass.   actions,  see  "Remedies,"  Ch.  VII. 
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Chapter  VL 

STOCK  EXCHANGE  SECURITIES  ;  NEGOTIABILITY  AND  NON- 
NEGOTIABILITY  ;  DEALING  WITH  APPARENT  OWNERS; 
FRAUD  ;  ILLEGALITY. 

/.  Stock  Exchange  Securities. 
(a.)  Negotiable  Securities. 
(6.)  Non- Negotiable  Securities. 
II.  Negotiability. 

(a.)  Origin  and  Nature  of  Negotiability. 

{b.)  How  NegotiaMlity  may  be  Established. 

(c.)  Requisite  JSlements  of  Negotiability. 

{d.)  Results  of  Negotiability;  Bona  Fide  Holders. 

III.  Non-Negotiability. 

(a.)  Doctrine  of  Non-NegotiabUity. 

(J).)  Negotiability  as  Applied  to  Stock  Certificates. 

{c.)  Forged  Transfers. 

IV.  Dealing  with  Apparent  Owners;  Fra/ud;  Illegality. 

\.  Stock  Exchange  Securities. 

In  this  subdivision  of  this  chapter  we  propose  to  disooss 
the  different  kinds  and  general  character  of  the  property  in 
which  Stock-brokers  deal,  and  which  is  comprehended  onder 
the  general  name  of  "securities." 

Securities  may  be  divided  into  two  classes — ^first,  those 
which  are  negotiable  and,  secondly,  those  which  are  not 
negotiable,  and,  as  it  is  of  the  utmost  importance  to  ascertain 
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whether  an  instrument  is  negotiable  or  not,  it  being  obvious 
that,  if  it  has  the  former  character,  its  value  is  greatly  en- 
hanced, we  have  in  the  second  and  third  subdivisions  of  this 
chapter  entered  more  fully  into  a  discussion  of  the  subject  of 
negotiability  and  non -negotiability  than  perhaps  the  scope 
of  this  work  might  warrant,  confined  as  it  is  to  the  transac- 
tions  of  Stock-brokers,  and  the  securities  in  which  they  deal. 
It  will  be  seen  hereafter  that  many  of  the  securities 
classed  as  negotiable,  may,  for  various  reasons,  be,  or  be- 
come non-negotiable,  whilst  on  the  other  hand,  non-negoti- 
able instruments,  may,  under  circumstances,  become  nego- 
tiable, and  the  decided  tendency  of  the  courts  is  to  uphold 
the  usage  of  Brokers  giving  them  that  quality  when  accom- 
panied by  blank  transfers  and  powers  of  attorney  in  blank. 

(a.)  Negotiable  Securities. 

The  negotiable  securities  usually  dealt  in  on  the  Stock 
Exchange  are : 

1.  United  States  bonds.  These  bonds  are  issued  by  the 
Secretary  of  the  Treasury  under  authority  of  acts  of  Con- 
gress, and  are  negotiable.^  There  is  no  doubt  that  genuine 
Treasury  notes  form  part  of  the  negotiable  commercial 
paper  of  the  country ;  *  and  that  when  the  United  States 
become  parties  to  commercial  paper  they  incur  just  the 
same  responsibilities  as  private  persons  under  the  same  cir- 
cumstances.^ 

In  Seybel  vs.  National  Currency  Bank  *  United  States 

'Xlooke   vs.   United    States,    12       '  United  States  vs.  Bank  of  Me- 

Blatchf .  43,  rev'd  91  U.  S.  389.  tropolis,   15  Pet.  377;  The  Floyd 

*  Vermilye  vs.   Express  Co.,   21  Acceptances,  7  Wall.  666. 
Wall.  138;  Dinsmore  vs  Duncan,  57       *  54  N.  Y.  288. 
N.  Y.  573;  Frazer  vs.  Dlnvilliers,  2 
Pa.  St.  200. 
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bonds  were  held  to  be  negotiable,  so  that  a  dealer  in  them 
was  not  boand  to  ask  any  questions  whatever  from  one  of- 
fering them  for  sale,  and  that  omission  to  examine  notices 
affecting  them  left  at  his  office  was  not  enough  to  prove  bad 
faith. 

2.  United  States  gold  eertijicates  are  also  negotiable  in- 
straments.^ 

3.  Certijloates  of  depoeit  of  silver  hvUion  were  admitted 
to  regular  trading  on  the  New  York  Stock  Exchange  about 
the  year  1885.*  In  an  early  case  in  Pennsylvania  these  cer- 
tificates were  held  not  negotiable,  as  they  were  not  for  the 
payment  of  a  certain  sum  of  money,  and  did  not  contain  a 
fixed  time  of  payment.*  Quaarey  however,  whether  these 
certificates  may  not  be  negotiable  under  the  Negotiable 
Instruments  Law,  and  the  usages  of  the  exchange. 

4.  Bonds  of  foreign  governments  or  companies^  also  may 
be  negotiable.    It  is  so  held  of  Prussian  bonds  in  England.^ 

'  Kulb    vs.    United    States,    18  Mortgage    Bank    (London    Joint- 

C.  Cls.  560.  Stock  Bank    vs.  Simmons,   [1892] 

'Johnson's  Encyclopsedia,  title,  A.    C.    201);    American    Railroad 

''Stock  Exchange."  bonds  (Venables  vs.  Baring,  [1892] 

»Hegemanv8.McCall,lPhila.529.  3  Ch.  527;   Bentinck   v^.  London 

*  Gorgier  vs.  Milville,  3  B.  &  C.  45.  Joint-Stock  Bank,  [1893]  2  Ch.  120; 

The  following  have  been  also  held  Edelstein  vs.  Schuler,  [1902]  2  K.  B. 

to   be  negotiable:   Spanish   bonds  144). 

(Haseltiue  vs.  Siggers,  1  Ex.  856);  But  foreign  bonds  to  which  the 

fully  paid  Russian  and  Hungarian  coupon  sheets  are  not  attached  are 

scrip  (Groodwin  vs.  Robarts,  1  App.  not  negotiable.     Picker  vs.  London 

Cas.  476);  unified  Egyptian  bonds,  and  County  Banking  Co.,  18  Q.  B. 

Egyptian   Preference   Government  D.  515. 

bonds,  and  New  South  Wales  bonds  And   from   Lang   vs.    Smith,    7 

(London  vs.  London,  21  Q.  B.  D.  Bing.  284,  it  may  be  inferred  that 

535);  French  bonds   (Symons  vs.  foreign  instruments  are  not  nego- 

Mulkem,  30  W.  R.  875);  Russian  tiable,     imless     negotiable    where 

bonds  (Attorney  General  vs.  Bou-  made.    See  Smith's  Leading  Cases, 

wens,  4  M.  &  W.  171);  mortgage  11th  ed.  (note  to  Miller  vs.  Race) 

bonds  of  the  Buenos  A3rree  Land  vol.  1,  p.  479. 
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Bonds  are  generally  so  distinctive  and  invariable  that  it 
can  be  said  of  them,  as  a  class,  that  they  are  negotiable.^ 
But  they  are  not  negotiable  unless  they  possess  the  elements 
of  negotiability,  e,  g.,  East  India  bonds ; '  but  these  were 
made  so  by  a  statute  passed  in  the  reign  of  Oeorge  the 
Third.' 

6.  /Sb?^  ^ybrai^n  j'cwernwer?.^  is  also  negotiable  because 
treated  as  such  in  the  stock  markets/ 

6.  Municipal  bonds  are  usually  in  negotiable  form  like 
promissory  notes.^ 

7.  State  hands.* 

8.  County  hands? 

9.  Oity  hands} 


^  See  Odell  vs.  Gray,  15  Mo.  337.  Finnegan  vs.  Lee,  IS  How.  Pr.  1S6; 

>  Qlyn  vs.  Baker,  13  East,  509.  State  vs.  Cobb,  64  Ala.  127. 

» 61  Geo.  III.  c.  64,  J  4.  '  Colson  vs.  Amot,  57  N.  Y.  263. 

English  Exchequer  Bills  are  ne-  '  Dutchess,  etc.,  Ins.  Co.  vs.  Hach- 

gotiable.    Wookey  vs.  Pole,  4  B.  &  field,  73  N.  Y.  226;  Elizabeth  City 

A.  1;  Brandao  vs.  Bamett,  1  M.  &  vs.  Force,  29  N.  J.  L.  587;  Bloom- 

Gr.  909.  ington  vs.  Smith,  123  Ind.  51.     If 

*  Goodwin  vs.  Robarts,  L.  R.  1  the  name  of  the  payee  is  left  blank, 
App.  Cas.  467,  foUowed  in  Rumball  they  are  still  negotiable,  although 
VB.  Metropolitan  Bank,  L.  R.  2  Q.  B.  they  state  on  their  face  that  they 
Div.  194;  46  L.  J.  Q.  B.  346;  Shef-  were  intended  to  be  issued  as  regis- 
field  vs.  Bank,  L.  R.  13  A.  C.  342.  tered,  as  the  requirement  of  regis- 

But  if  "Bordereaux*'  and  "Cou^  tration  was  for  the  purpose  of  a 

pons*'  entitling  the  bearer  to  por-  record.     Manhattan  Savings  Inst, 

tions  of  the   public   debt   of  the  vs.  N.  Y.  &c.  Bank,  170  N.  Y.  58. 

kingdom  of  Naples,  do  not  pass  in  When,  however,  city  bonds  bear 

England  like  money,  they  are  not  upon  their  face  a  statement  that 

negotiable.      Lang    vs.    Smith,    7  they  are  transferable  only  at  the 

Bing.  284.  office  of  the  city  treasurer,  and  are 

*  See  Am.  &  Eng.  Ency.  of  Law  made  payable  to  a  named  payee, 
(2d  ed.),  vol.  21,  p.  54,  and  cases  they  are  not  negotiable,  even  al- 
cited.  though  assigned  by  endorsement  in 

'State   of   HI.   vs.    Delafield,   8  blank.    Scollans  vs.   RoUans,   173 

P^ge,  527,  afT'd  2  HiU,  159;  Rail-  Mass.  275.    But  see  S.C,  179  Mass. 

loadCoe.vB.Schutte,  lOdU.S.  118;  346. 
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10.  Village  bonds} 

11.  Railroad  bonds?  And  the  purchaser  of  such  bonds 
in  open  market  in  the  ordinary  course  of  business  is  not 
bound  to  a  close  and  critical  e:camination  of  them  to  escape 
the  imputation  of  bad  faith.*  In  the  State  of  New  York 
a  railroad  bond  payable  to  bearer  may  be  made  non-nego- 
tiable by  endorsing  thereou  and  subscribing  a  statement 
that  the  same  is  the  property  of  the  owner.* 

12.  Coupons.  It  was  a  disputed  point  at.  first  whether 
coupons  were  negotiable ;  and  in  the  case  of  Jackson  ts. 
T.  &  C.  Eailroad  Co.,'  it  was  held,  against  the  dissenting 
opinion  of  Goodenow,  J.,  that  an  action  could  not  be  main- 
tained by  an  assignee  upon  interest  coupons  not  containing 
negotiable  words.  But  the  Supreme  Court  of  the  United 
States,  in  the  case  of  Comrs.  of  Enox  Co.  vs.  Aspinwall,' 
fully  sustained  their  negotiability,  as  did  the  Supreme  Court 
of  Pennsylvania,'  though  in  both  of  these  cases  the  coupons 
were  in  negotiable  terms.  Since  which  time  the  courts 
have  universally  declared  them  negotiable,  if  negotiable  in 
form  and  not  matured.® 

^Bank  of  Rome  vs.  Village  of  vol.  23,  pp.  837-840,  and  cases 
Rome,  19  N.  Y.  20.  cited. 

'Welch  vs.  Sage,  47  N.  Y.  143;  »  Birdsall  vs.  Russell,  29  N.Y.  220. 
Brainard  vs.  N.  Y.,  etc.,  R.  R.  Co.,  *  L.  1871,  ch.  84,  §  1,  repealed  by 
25  N.  Y.  496;  Murray  vs.  Lardner,  the  Negotiable  Instruments  Law  (L. 
2  Wall.  110;  Fisher  vs.  Morris,  3  1897,  c.  712),  {  66  of  which  pro- 
Am.  Law  Reg.  423.  vides  that  an  endorsement  of  a  ne- 

But  if  there  is  uncertainty  as  to  gotiable    instrument    may    be    re- 
the  time  of  payment,  they  are  non-  strictive,  thus  (subd.  1)  prohibiting 
negotiable.     Allen  vs.  Choteau,  70  the  further  negotiation  of  the  in- 
Mo.  290.     And  if  the  payee's  name   strument. 
is  inserted,  there  should  be  an  as-       *48  Me.  147. 
signment  to  enable  the  purchaser  to       •  21  How.  U.  S.  539. 
sue  in  his  own  name.    Bunting  vs.       ^  Beaver  vs.  Armstrong,  44  Pa. 
Camden  R.  Co.,  81  Pa.  St.  254.     See  St.  63. 
Am.  &  Eng.  Ency.  of  Law  (2d  ed.),       '  Evertson  vs.  Nat.  Bank,  66  K 
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Coupons  are  in  form  and  terms  nothing  else  than  promis- 
sory notes,  and  their  negotiability  is  a  question  of  law  to 
be  determined  from  the  instruments  themselves,  by  the 
same  fixed  and  well-settled  roles  which  apply  to  promis- 
sory notes ;  ^  and  they  are  entitled  to  days  of  grace,  the 
same  as  promissory  notes,  so  that  a  purchaser  of  them  be- 
fore the  expiration  of  the  days  of  grace  is  a  purchaser 
before  maturity.'  Their  negotiability  is  not  affected  by 
detaching  them  from  the  bonds,  and  the  holder  may  re- 
cover upon  them  without  producing  the  bonds;"  and  yet 
a  coupon  in  the  ordinary  form  is  but  a  repetition  of  the 
contract  which  the  bond  itself  makes  for  the  payment  of 
interest,  and  simply  a  device  for  the  convenience  of  the 
holder ;  and  is  therefore  so  far  aided  and  protected  by  the 
bond  that  it  was  at  one  time  understood  not  to  be  barred 
by  limitation  unless  the  bond  also  was  so  barred.^ 

But  in  the  case  of  Clark  vs.  Iowa  City '  the  court  held 
that  when  dissevered  from  the  bond  coupons  were  subject 

Y.  14;  Murray  vs.  Lardner,  2  Wall.    66  N.  Y.   14.     Contra,  Arents  vs. 
110;  Gelpcke  vs.   Dubuque,   1   id.   Commonwealth,   18   Grattan,   773; 
175;Meyer  vs.  Muscatine,  1  id.  385;  Chaffee  vs.  R.  R.  Co.,   146  Mass. 
Gilbough  vs.  Norfolk  &  Petersburg  233. 
R.  R.  Co.,  1  Hughes  (U.  S.),  410;       » Id. 

Morris  Canal  &  Bank  Co.  vs.  Lewis,  '  Knox  Coimty  vs.  Aspinwall,  21 
12  N.  J.  Eq.  323;  Same  vs.  Fisher,  How.  (U.  S.)  539;  Beaver  County 
9  id.  667;  and  see  Green's  Brice's  vs.  Armstrong,  44  Pa.  63;  Thomp- 
Ultra  Vires  (2d  ed.),  270,  where  au-  son  vs.  Lee  County,  3  Wall.  327; 
thorities  are  collected.  See  also  Daniel  on  Neg.  Insts.  vol.  2,  p.  492, 
Kerr  vs.  City  of  Corry,  105  Pa.  St.  and  cases  cited. 
282;  Copper  vs.  Mayer,  44  N.  J.  L.  *The  City  vs.  Lamson,  9  Wall. 
634;  Gilman  vs.  New  Orleans  &c.  R.  477;  Lexington  vs.  Butler,  14  id. 
Co.,  72  Ala.  566.  And  see  Am.  &  282;  Reading  vs.  Porter,  2  Pac. 
Eng.  Ency.  of  Law  (2d  ed.),  vol.  8,  Rep.  (Cal.)  888;  Meyer  vs.  Porter, 
p.  3,  and  cases  cited.  65  Cal.  67. 

*  Jackson  vs.  Y.  &  C.  R.  Co.,  48       » 20  Wall.  583;  Amy  vs.  Dubuque, 
Me.  147;  Spooner  vs.  Holmes,  210   98  U.  S.  470. 
Mass.  503;  Evertson  vs.  Nat.  Bank, 
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to  the  Statute  of  Limitations,  and  that  it  began  to  ran  from 
their  dates.  The  court  said:  ^^ Coupons  for  the  different 
instalments  of  interest  are  usually  attached  to  these  bonds 
in  the  expectation  that  they  will  be  paid  as  they  mature, 
however  distant  the  period  fixed  for  the  payment  of  the 
principal.  These  coupons,  when  severed  from  the  bonds, 
are  negotiable  and  pass  by  delivery.  They  then  cease  to 
be  incidents  of  the  bonds,  and  become  in  fact  independent 
claims.  They  do  not  lose  their  validity  if  for  any  cause 
the  bonds  are  cancelled  or  paid  before  maturity,  nor  their 
negotiable  character,  nor  their  ability  to  support  separate 
actions ;  and  the  amount  for  which  they  are  issued  draws 
interest  from  their  maturity.  Every  consideration,  there- 
fore, which  gives  efficacy  to  the  Statute  of  Limitations 
should  be  applied  to  actions  upon  the  coupons  after  their 
maturity.  .  .  .  All  statutes  of  limitation  begin  to  run  when 
the  right  of  action  is  complete ;  and  it  would  be  excep- 
tional and  illogical  to  hold  that  the  statute  sleeps  with 
respect  to  claims  upon  detached  coupons,  while  a  complete 
right  of  action  upon  such  claims  exists  in  the  holder.  But, 
if  coupons  not  negotiable  in  form  are  detached  from  the 
bonds,  the  negotiability  of  the  latter  is  not  communicated 
to  them."* 

It  has  been  held  that  where  bonds  and  coupons  issued  to 
hona  fide  holders  for  value  are  valid  by  the  judicial  deci- 
sions of  a  State  when  issued,  their  validity  in  such  hands 
should  not  be  allowed  to  be  impaired  by  a  change  of  deci- 
sion ; '  and  any  such  judicial  oscillation  was  censured  by 

*  Evertson  vs.  Nat.  Bank,  66  N.       *The  Gty  vs.  Lamson,  9  Wall. 
Y.    14.    See  also  to  same  effect,   477. 
Koshkonong  vs.  Burton,  104  U.  S. 
668. 
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the  Supreme  Court  of  the  United  States  in  Gelpoke  vs.  Du* 
buque.*  • 

In  England  these  coupons  and  interest  warrants  areheld 
to  be  promissory  notes  and  negotiable  according  to  the 
same  rules.^ 

Interest  runs  on  coupons  from  their  maturity ;  ^  and  al- 
though detached  from  the  bonds,  they  are  still  liens  under 
the  mortgage  given  to  secure  the  same,  whether  the  hold- 
ers are  entitled  to  ^Ljyro  rata  distribution  or  are  entitled  to 
payment  in  the  order  in  which  the  coupons  fall  due/ 

The  purchaser  in  good  faith  for  value  of  overdue  cou- 
pons from  negotiable  bonds  that  have  been  stolen,  acquires 
no  title  against  the  owner  of  the  bonds,  although  the  bonds 
were  stolen  before  the  coupons  were  due.' 

13.  Debenturehoiida  pay  (Me  to  hearer.  These  have  been 
held  to  be  negotiable,  if  a  custom  to  that  effect  is  proved, 
although  the  custom  is  of  recent  origin.*    And  a  recent 

^  1  Wail.  175,  206.    See  also  2  also  Daniel  Neg.  Insts.  }  1513,  et 

Edwards  on  Bills  and    Notes  (3d  seq. 

ed.),  ch.  XI.  p.  655;  Burroughs  on  *  Green's  Brice's  Ultra  Vires,  271. 

Public  Securities,  ch.  XII,  p.  570;  1  Am.  &  Eng.  Ency.  of  Law  (2d  ed.), 

Southern  Law  Rev.  (Old  Ser.)  189;  vol.  8,  p.  13. 

8  id.  (New  Ser.)  354;  Eaton  &  Gil-  *  Hinckler    \'s.    Merchants'  Nat. 

bert's  Commercial  Paper,  {  29,  and  Bank,  Mass.  S.  J.  C,  (April,  1881), 

cases  cited.  .  If  the  coupons  refer,  24  Alb.  L.  J.  436;  131  Mass.  147; 

as  to  the  interest,  to  the  bonds  and  Daniel  Neg.  Insts.   §§  1461,  1470, 

mortgage  securing  same,  they  are  and  cases  cited, 

not    negotiable.       McLelland    vs.  *  Bechuanaland  Exploration  Co. 

Norfolk,  110  N.  Y.  469.  vs.  London  Trading  Bank,  (1898)  2 

'  Ex  parte  Colbome,  L.  R.  11  Eq.  Q.  B.  658.     In  a  prior  case  such 

478;  Ex  parte  City  Bank,  L.  R.  3  bonds  were  held  not  negotiable,  es- 

Ch.  App.  758.  pecially  when  conditions  were  at- 

'See  cases  collected  in  Green's  tached.     Crouch  vs.  Credit  Bank, 

Brice's  Ultra  Vires,  270,  and  also  L.  R.  8  Q.  B.  374.     But  the  former 

cases  coUected  in  Am.  &  Eng.  Ency.  case  held  that  the  last  cited  case 

pf  Law  (2d  ed.),  vol.  8,  p.  10.    See  was    overruled    by    Goodwin    vs. 

Robarts,  1  App.  Cases,  476. 
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English  case  ^  held  that  it  is  not  now  necessary  to  tender 

m 

evidence  that  such  bonds  are  negotiable,  that  being  a  fact 
of  which  the  courts  will  take  judicial  notice. 

14.  Share  warrants  to  hearer.  Shares  in  a  company 
transferable  by  share  warrants  to  bearer  are  negotiable.^ 

Cb.J    Nonrnegotiable  Securities, 

1.  Certificates  of  stock.  Certificates  of  stock  are  the  cus- 
tomary and  convenient  evidence  of  the  holder^s  interest  in 
the  corporation  issuing  it.* 

They  are  not  regarded  as  negotiable  instruments*  altliough, 
in  certain  circumstances,  they  may  practically  become  so.* 

2.  Dividend  warrants.  It  has  been  held  in  England  that 
dividend  warrants  (i.  e.  Bank  of  England  checks  drawn 
upon  its  cashier,  and  payable  to  a  named  payee,  but  with- 
out negotiable  words)  are  not  negotiable." 

IL    NegotlablUty. 

(a.)  Origin  and  Nature  of  Negotiability. 

At  common  law  choses  in  action  were  not  assignable,  so 
that  the  assignee  could  bring  an  action  in  his  own  name.^ 
Blackstone's  views  of  a  chose  in  action,®  *'  that  all  property 

*  Edelstein  vs.  Schuler,  (1902)  2  •  Partridge  vs.  Bank  of  England, 

K.  B.  144.  9  Q.  B.  396. 

» Brodhurst's  Law  of  the  Stock  '  Co.  Litt.   214o,  266a;  Greenby 

Exchange,  p.  81.     Share  warrants  vs.  Kellogg,  2  Johns.  1;  Pitt  vs. 

for  fully  paid  up  shares  are  nego-  Holmes,  10  Cush.  92,  96;  Tieman 

tiable  by  statute.     30  &  31  Vict.  vs.  Jackson,  5  Pet.  580;  Edwards 

c.  131,  i  28.  on  Bills,  55;  Chitty  on  Bills  (*7),  9; 

'  Daniel,    Neg.    Inst.    (5th    ed.)  Eaton   &   Gilbert   on  Commercial 

p.  728.  Paper,    10;   Daniel   on  Negotiable 

^Id.,  p.  726,  and  cases  cited  in  Instruments  (5th  ed.),  1. 

note  1.  •  2  Bl.  Comm,  397, 

'Id.,  and  cases  cited  in  notes  2 
and  3. 
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in  action  depends  entirely  upon  contract,  either  express  or 
implied,  which  are  the  only  regular  means  of  acquiring  a 
chose  in  action,"  is  now  regarded  as  too  limited.  A  better 
definition  is  given  by  Bronson,  C.  J.,^  who,  adopting  the 
distinction  made  by  Blackstone  between  a  chose  in  posses- 
sion and  a  cbose  in  action,  proceeds  to  define  the  latter  as 
including  ^^  all  rights  to  }^rsonal  property  not  in  possession 
which  may  be  enforced  by  action,  and  it  makes  no  differ- 
ence whether  the  owner  has  been  deprived  of  his  property 
by  the  tortious  act  of  another,  or  by  his  breach  of  contract, 
express  or  implied.  In  both  cases  the  debt  or  damage  of 
the  owner  is  a  thing  in  action." 

Under  the  term  "chose  in  action"  were  included  all  in- 
struments acknowledging  an  indebtedness  or  promising  to 
pay  money.  The  inconvenience  of  this  doctrine  Of  non-as- 
signability,  in  a  country  whose  great  aim  was  to  foster  and 
encourage  commerce,  was  sufficient  to  condemn  it ;  and  we 
find  the  courts  very  early  recognizing  a  custom  of  mer- 
chants by  which  bills  of  exchange  were  made  "negotiable" 
— that  is,  they  could  be  transferred,  and  the  holder,  en- 
dorsee, or  assignee  might  enforce  payment  of  the  same  in 
his  own  name.^ 

» Gillet  vs.  Fwrchild,  4  Den.  80.  Grover,    24    Pick.    261;    Rtt    vs. 

'  In  Thompson  vs.  Dominy,   14  Holmes,  10  Cush.  92,  97;  Amherst 

M.  &  W.  403,  407,  Parke,  B.,  said:  Academy  vs.  Cowls,  6  Pick.  427); 

"I  never  heard  it  argued  that  a  con-  and  the  assignor  acting  in  collusion 

tract  was  transferable  except  by  the  with  the  debtor  could  not  withdraw 

law  merchant."   And,  speaking  of  a  such  a  suit  so  as  to  bar  a  similar 

bill  of  lading,  he  added:  "It  trans-  subsequent   suit   by   the   assignee 

fers  no  more  than  the  property  in  (Welch  vs.  Mandeville,   1   Wheat, 

the  goods;  it  does  not  transfer  the  233,  aff'd  5  id.  277).     The  right  of 

contract.''  the  assignee  to  use  the  assignor's 

The  assignee  of  a  chose  in  action  name  is  incidental  to  the  assign- 
could  maintain  an  action  at  law.in  ment,  as  Morton,  J.,  said,  in  East- 
the  name  of  the  assignor  (Grover  vs.  man  vs.  Wright,  6  Pick.  316,  322: 

42 
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A  negotiable  instrament  is  a  chose  in  action  even  before 
matnrity,  and  may  be  transferred  by  assignment  in  the 
same  manner  as  an  ordinary  chose  in  action ;  and  if  payable 

"The  asBignor,  by  the  assignment,  that  a  debt  or  other  legal  chose  in 

gives  authority  to  the  assignee  to  action  may  be  assigned  so  that  the 

use  his  name  in  any  legal  proceed-  assignee  shall  have  the  same  reme- 

ings  which  may  become  necessary  dies  thereon  as  the  assignor,  but 

to  ^ve  full  effect  to  the  assignment,  subject  also  to  all  equities,  at  least 

The  assignor  becomes  the  trustee  of  to  the  extent  of  the  assigned  obliga- 

the  assignee,  and  a  release  made  by  tion  (Young  vs.  Kitchin,  L.  R.  3 

him  after  notice  of  the  assignment  Ex.  D.  127). 

would  be  a  fraud  upon  the  assignee,  In  the  State  of  New  York  an  ao- 

and  would  not  defeat  an  action  tion  may  be  maintained  by  the 

brought  for  the  benefit  of  the  latter  transferee  of  a  claim   (Code  Civ. 

in  the  name  of  the  former."  Proc.  }  1909)  but  certain  claims  are 

In  a  court  of  equity  the  assignee  not  assignable  (}  1910).    See  cases 

of  a  chose  in  action  could  always  cited  in  notes  appended  to  these 

sue  in  his  own  name,  irrespective  of  sections  in  Stover's  Anno.  Code  (5th 

any  promise  by  the  debtor  to  pay  ed.),  and  Bliss's  Anno.  Code  (5th 

him  if  he  had  no  remedy  at  law  ed.)-      And,  no  doubt,  in  most  of 

(Lett  vs.  Morris,  4  Sim.  607;  Row  the  States,  an  assignee  of  a  chose  in 

vs.  Dawson,  1  Yes.  Sen.  331).     In  action  may  sue  in  his  own  name, 

the  case  last  cited  the  Lord  Chan-  either  by  force  of  statute  or  of  es- 

cellor  said:  "And  though  the  law  tablished  usage.     Ck>x  vs.  Sprigg,  6 

does  not  admit  an  assignment  of  a  Md.  274;  Smith  vs.  Schibel,  19  Mo. 

chose  in  action,  this  court  does,  and  140;  Long  vs.  Constant,  id.  320; 

any  words  will  do."    See  also  En-  Cobb's  Dig.  (Gra.)  519;  Prioleau  vs. 

sign  vs.  Kellogg,  4  Pick.  1.    If  the  South  W.  R.   Bank,   16  Ga.  582; 

assignee  could  enforce  his  legal  de-  Worthington  vs.  Curd,  15  Ark.  491. 

mand,  he  was  left  to  his  action  at  In  Allen  vs.  Brown  (44  N.  Y.  228), 

law  in  the  name  of  the  assignor;  but  Hunt,  C,  referring  to  }}  111  and 

if  the  latter  refused  to  allow  him  to  113  of  N.  Y.  C.  of  P.,  from  which 

use  his  name,  or  otherwise  acted  in  sections    1909-10    of   the    present 

collusion   with   the   debtor,    then^  Code  are  derived,  says:  "These  pro- 

upon  sufficient  facts  shown,  equity  visions  are  intended  to  abolish  the 

would  allow  the  assignee  to  sue  in  conmion-law  rule  which  prohibited 

his  own  name  (Ontario  Bank  vs.  an  action  at  law  otherwise  than  in 

Mumford,  2  Barb.  Ch.  596;  Carter  the  name  of  the  original  obligee  or 

vs.  United  Ins.  Co.,  1  Johns.  Ch.  covenantee,  although  he  had  trana- 

463;  Hanmiond  vs.  Messenger,  9  f erred  all  his  interest  in  the  bond  or 

Sim.  327).  covenant  to  another."    See  Eaton 

It  is  provided  by  the  English  Ju-  <&  Gilbert's  Commercial  Paper,  {  8. 
dicature  Act  (1873,  {  25,  subd.  6) 
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to  order  and  transferred  without  endorsement  by  parol  and 
manual  delivery  only,  the  transferee  acquires  only  the  rights 
he  would  have  had  had  the  instrument  been  originally  non- 
negotiable — ^i.  e.,  the  rights  of  the  payee  at  the  time  of  the 
transfer.^ 

In  Freund  vs.  Importers,  etc.,  Bank'  the  payee  of  a 
check  payable  to  order  transferred  it  to  B  without  endorse- 
ment, and  it  was  held  that  he  thereby  became  the  lawful 
assignee  and  owner  of  it,  and  entitled  to  have  and  enforce 
payment  from  the  bank  which  had  certified  it,  but  that  he 
had  no  greater  right  than  he  would  have  had  if  it  had  been 
originally  non-negotiable." 

It  would  not  be  profitable  to  enter  into  an  abstract  in- 
quiry as  to  the  meaning  of  the  word  negotiable^  based  either 
upon  its  etymology  or  history.  It  has  no  specially  interest- 
ing or  valuable  history  apart  from  its  somewhat  technical 
use  as  a  word  of  commerce.  The  meaning  of  the  original 
Latin  word  negoUum  is  businesSy*  and  indicates  that  a 
negotiable  instrument  should  relate  to  and  facilitate  business 
affairs ;  the  past  and  present  use  of  the  word  negotiable  is 
therefore  quite  in  harmony  with  its  literal  import,*^  and  we 

^  Negotiable  Instruments   Law,  ^Andrew's  Freund's  Latin  Diet, 

i  60  et  seq.  '  Primarily  the  word  negotiability 

'  76  N.  Y.  352.  means  the  capability  of  being  nego- 

•  Whistler  vs.  Forster,  14  C.  B.  (n.  tiated — ^that  is,  transferred  by  en- 

s.)  248.    Therefore,  if  the  holder  of  dorsement  and  delivery  so  as  to 

a  biU  payable  to  bearer  assigns  it  by  give  the  endorsee  a  right  of  action 

deed  to  D.,  and  afterwards  transfers  on  the  negotiated  instrument,  in  his 

it  by  delivery  to  E.,  who  takes  it  for  own  name — ^and  is  nothing  more; 

value  and  without  notice,  E.'s  title  therefore,  an  instrument,  e.  g.,  a  bill 

prevails  over  D.'s  (Aulton  vs.  At-  of  lading,  may  be  made  negotiable 

kins,  18  C.  B.  249) ;  but  if  £.  had  no-  by  a  statute  or  declared  to  be  so  by 

tice   of   the   prior   assignment,    it  a  court,  and  yet  its  negotiation  may 

would  be  sustained   (Sheldon  vs.  not  be  attended  with  all  the  conse- 

Parker,  3  Hun,  498).    See  Eaton  quences  and  effects  which  generally, 

&  Gilbert's  Com.  Paper,  }  69.  but  not  always,  result  from  the  no- 
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somewhat  later.    They  had  been  previously  in  use  upon  the 
continent  of  Europe.^ 

(b.)  How  Negotiability  may  be  Established. 

As  the  doctrine  of  the  negotiability  of  bills  of  exchange 
was  first  established  by  the  custom  of  merchants,  some  pass- 
ing observations  upon  these  customs,  and  their  force  and 
effect  in  the  law,  will  not  be  out  of  place. 

The  law-merchant  consists  of  those  general  customs  of 
merchants  which  have  received  the  sanction  of  judicial  de- 
cisions, and  are  thereby  recognized  as  binding  and  autliorita- 
tive.  Thus  Lord  Campbell  says  *  that,  "  when  a  general 
usage  has  been  judicially  ascertained  and  established,  it  be- 
comes part  of  the  law-merchant  which  courts  of  justice  are 
bound  to  know  and  recognize."  Quite  in  harmony  with  this 
authority  is  the  judicial  exposition  of  Foster,  J.,^  where  he 
says :  "  But  the  custom  of  merchants,  or  law  of  merchants, 
is  the  law  of  the  kingdom,  and  is  part  of  the  common-law  ; " 
and,  again  (referring  to  two  cited  cases),  "  therefore  these 
judicial  determinations  of  the  point  are  the  lex  mercatoria 
as  to  this  question,  which  is  part  of  the  law  of  the  land. 
But  this  finding  of  the  jury  in  the  present  case  is  directly 
contrary  to  the  Ux  mercatoria  so  fully  settled  and  estab^ 
lished  by  legal  adjudications." 

Thus  the  law-merchant,  being  made  up  of  venerable  and 
solemnized  customs,  according  to  some  authorities,  prevails 
over  any  modern  usage,  and  to  a  large  extent  over  the  ex- 
press stipulation  of  parties.    As  Blackburn,  J.,  says  in 

*  Daniel  on  Neg.  Ins.  (5th  ed.)  *  Brandao  vs.  Bamett,  3  C.  B. 
p.  5;  Strong  on  Notes,  }  6;  BuUer  519,  530. 

vs.  Crips,  6  Mod.  29.  *  Edie  vs.  East  India  Co.,  2  Buir. 

1216,  1226,  1228. 
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Crouch  VB.  Crfedit  Foncier,*  "There  is  no  decision  or 
aathority  that  it  is  competent  to  a  party  to  create  by  bis 
own  act  a  transferable  right  of  action  on  a  contract ; "  and 
again,  *^  Where  the  incident  is  of  such  a  nature  that  the 
parties  are  not  themselves  competent  to  introduce  it  by  ex- 
press stipulation,  no  such  incident  can  be  annexed  by  the 
trial  stipulation  arising  from  usage.  It  may  he  so  unnexed 
hy  the  ancient  law-merchaiit^  which  forms  part  of  the  law, 
and  of  which  the  courts  take  notice.  Nor  if  the  ancient 
Iwuhtnerohant  annexes  the  incident  can  any  nnxlern  usage 
take  it  away."  But  it  is  very  doubtful  whether  t^e  courts 
at  the  present  day  will  carry  the  lex  mercataria  to  such  an 
extent  as  this  language  seems  to  contemplate.^  And  we 
find  the  definition  of  the  law-merchant  which  we  have 
given  above  adopted  almost  verbatim  by  Cockbnrn,  C.  J., 
in  a  case  where  the  doctrine  of  negotiability  was  established 
by  the  custom  of  Banker  and  Brokers.*  "It  is  neither 
more  nor  less  than  the  usages  of  merchants  of  trade,  ratified 
by  the  decisons  of  courts  of  law,  which,  upon  such  usages 
being  proved  before  them,  have  adopted  them  as  settled  law 
with  a  view  to  the  interests  of  trade  and  the  pablic  conven- 

^  L.  R.  8  Q.  B.  374,  386.  portation  Co.  vs.  London  Trading 

>  See  chapter  on  ''Usages.''  Bank,  2  Q.  B.  D.  658.    In  that  case 

Since  the  text  was  written  it  has  the  plaintiff's  secretary  fraudulently 

been  held  that  the  doctrine  enun-  abstracted  certain  bearer  debenture 

dated  in  Crouch  vs.  Cr^t  Foncier,  bonds    from    plaintiff's    safe    and 

supra,  was  overruled  by  the  de-  pledged  them  with  defendant  bank, 

dsions  in   Goodwin   vs.    Robarts,  who  in  good  faith,  advanced  money 

supra,  and  Rumball  vs.  Metropoli-  thereon,  and  it  was  held  that  the 

tan  Bank,  2  Q.  B.  D.  194,  and  that,  defendants  were  entitled  to  hold  the 

as  there  was  sufficient  proof    of  a  bonds  as  they  were  negotiable  in 

mercantile  usage  to  treat  debenture  struments  passing  by  delivery.     Id 

bonds  payable  to  bearer  as  nego-  '  Goodwin  vs.  Robarts,  L.  R.  10 

tiable,  the  latter  decisions  should  be  Ex.  337,  346. 
followed.       Bechuanaland    Trans- 
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ience.  ...  By  this  process,  what  before  was  usage  only, 
unsanctioned  by  legal  decision,  has  become  engrafted  upon 
or  incorporated  into  the  common-law,  and  may  thus  be 
said  to  form  part  of  it."  And  in  Williams  vs.  Williams^ 
the  endorsee  of  a  promissory  note  having  declared  on  the 
custom  of  merchants,  it  was  objected  that,  the  note  having 
been  made  in  London,  the  custom,  if  any,  should  have  been 
laid  as  the  custom  of  London;  but  the  courts  answered 
"that  this  custom  of  merchants  was  part  of  the  common- 
law,  and  the  courts  would  take  notice  of  it  ex  offidoj  and 
therefore  it  was  sufficient  to  say  that  such  a  person,  secim- 
dum  icsum  et  consuctudinem  m^rcaio7^um^  drew  the  bill." 

So,  in  a  case  in  the  State  of  New  York,  the  Court  of  Ap- 
peals held  that  the  courts  will  take  judicial  notice  of  the 
general  course  of  business  in  a  community,  including  the 
universal  practice  of  banks.* 

It  is  interesting  to  notice  with  what  jealousy  this  custom 
of  merchants  was  regarded  by  the  courts,  and  even  Lord 
Holt  was  provoked  by  its  aggressive  influence  to  exclaim 
"  that  it  amounted  to  the  setting-up  of  a  new  sort  of  spe- 
cialty unknown  to  the  common-law,  and  invented  in  Lom- 
bard Street,  which  attempted  in  these  matters  of  bills  of 
exchange  to  give  laws  to  Westminster  Hall."  ^  There  is  no 
doubt  that  the  judges  were  at  that  time  intent  in  restrain- 
ing the  attempted  aggressions  of  the  merchants  ;  for  Lord 
Mansfield,  in  Grant  vs.  Vaughan,*  speaks  of  the  "first 
struggle  of  the  merchants  which  made  Holt  so  angry  with 
them." 

In  more  modern  times  we  also  find  striking  examples  of 

» Carth.  269.  » Gierke  vs.  Martin,  2  Ld.  Raym. 

'  Merchants'  Nat.  Bank  vs.  Hall,    757. 
83  X.  Y.  338.  *  1  W.  Bl.  485,  487. 
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the  disposition  of  courts  to  act  as  conservators  of  legal  prin- 
ciples when  they  are  imperilled  by  encroaching  customs  and 
innovations.  Thus  in  Donnell  vs.  Columbian  Ins.  Co.,^ 
Story,  J.,  says :  "  I  am  among  those  judges  who  think 
usages  among  merchants  should  be  very  sparingly  adopted 
as  rules  of  court,  ...  as  they  are  often  founded  in  mere 
mistake,  and  still  more  often  in  the  want  of  enlarged  and 
comprehensive  views  of  the  full  bearing  of  principles,"  and 
in  The  Keeside'  he  "  rejoices  to  find  that  of  late  years  the 
courts  of  law,  both  in  England  and  America,  have  been  dis- 
posed to  narrow  the  limits  of  the  operation  of  such  usages, 
and  to  discontinue  any  further  extension  of  them ; "  ^  and 
Stone,  J.,  another  American  judge,  uttered  the  warning 
that  "  it  became  us  to  feel  our  way  cautiously,  lest  there 
grow  up  in  our  midst  some  third  estate  (of  customs  and 
usages)  which  shall  in  time  usurp  the  government."* 

In  Dykers  vs.  Allen '  Senator  Wright  remarks,  with  some 
asperity,  that  "  to  allow  the  usages  of  Wall  Street  to  con- 
trol the  general  law  in  relation  to  any  matter  might  result 
in  the  establishment  of  principles  not  always  in  accordance 
with  sound  morals.  I  prefer  that  legal  principles  should 
have  a  universal  application,  and  that  contracts  should  re- 
ceive the  same  interpretation  in  the  thronged  and  busy 
mart  of  a  commercial  metropolis  that  they  do  elsewhere." 
Whatever  may  have  been  the  spirit  in  which  these  ani- 

>  2  Sumn.  367.  vs.  Pound,  10  Ind.  32;  by  Perkins, 

'  Id.  667.  J.,  in  Cox  vs.  O'Riley,  4  id.  368;  and 

'  Similarly  plain  and  pertinent  ex-  by  Miller,  J.,  in  Partridge  vs.  Ins. 

pressions  of  judicial  criticism  were  Co.,  15  Wall.  673,  579. 

made  by  Gibson,  C.  J.,  in  Bolton  vs.       *  Barlow  vs.   Lambert,   28  Ala. 

Colder,  1  Watts,  360;  by  Tilghman,  704. 

C.  J.,  in  Stoever  vs.  Whitman,  6       *  7  Hill,  497. 

Binn.  416;  by  Stuart,  J.,  in  Harper 
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mad  versions  were  made,  it  should  be  observed  that  they 
were,  for  the  most  part,  directed  against  local  customs  and 
limited  usages.  But  the  power  of  the  judges  has  been 
futile  in  arresting  the  usages  or  customs  of  trade,  even 
when  confined  to  certain  localities  and  to  particular  occu- 
pations ;  and,  as  appears  by  the  leading  case  of  Goodwin 
vs.  Robarts,^  the  usages  of  Stock-brokers  and  Bankers  have 
been  successfully  invoked,  even  to  confer  upon  instruments 
the  powers  of  negotiability.* 

If  the  original  law-merchant  had  been  a  fixed  and  stereo- 
typed  system  incapable  of  expansion,  the  negotiability  of 
commercial  paper  would  have  ended  where  it  began,  with 
bills  of  exchange,  or,  more  accurately,  with  foreign  bills  of 
exchange.  Such,  however,  was  not  its  character,  and  could 
not,  and  cannot  be,  in  the  very  nature  of  things,  because 
regulations  for  public  convenience  which  are  sufficient  for 
the  wants  of  one  generation  are  not  fully  adapted  and  ade- 
quate to  the  changed  and  multiplied  wants  of  another. 
Lord  Holt,  indeed,  attempted  to  stop  the  growth  of  the 
law-merchant  and  to  exclude  promissory  notes  from  its 
operation;^  but  the  British  Parliament  took  sides  with 
the  merchants  and  passed  3  and  4  Anne,  oh.  9,  and  admit- 
ted notes  to  a  substantial  .equality  with  bills.  Later  on  in 
English  history,  a  similar  attempt  ended  with  a  similar  re- 
sult; the  decision  in  Glyn  vs.  Baker,^  that  East  India 
bonds  were  not  negotiable,  was  followed  by  the  immediate 
passing  of  51  Geo.  III.  ch.  64,  by  which  such  bonds  became 
transferable  by  delivery. 

» L.  R.  10  Ex.  337.  •  Qerke  vb.  Martin,  2  Ld.  Raym. 

*See  this  question  further  dis-  757. 

cussed   in   chapter   on    "Usages/'  ^13  East,  509. 
p.  411. 
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So  also,  when  the  ciroulating  qaalities  of  bank-notes  came 
to  be  judicially  examined  in  Miller  vs.  Race,^  Lord  Mans- 
field said,  "They  are  treated  as  money  in  the  ordmary 
course  and  transactions  of  business  by  the  general  consent 
of  mankind,"  which  was  clearly  a  case  of  a  universal  usage 
receiving  judicial  sanction. 

And  in  Goodwin  vs.  Bobarts,  already  cited,  Cockburn, 
C.  J.,  after  showing  by  abundant  illustration  to  what  a 
broad  scope  it  has  expanded  in  the  present  day,  asks,  with 
great  force,  "  Why  is  the  door  to  be  now  shut  to  the  admis- 
sion and  adoption  of  usage  in  a  matter  altogether  of  cog- 
nate character,  as  though  the  law  had  been  finally  stereo- 
typed and  settled  by  some  positive  and  peremptory  enact- 
ment ? "  Whenever,  and  as  fast  as,  new  instruments  are 
required,  it  is  safe  to  predict  that  they  will  come  into  use ; 
custom  will  adopt  them,  and  then,  in  its  turn  and  in  the  ful- 
ness of  time,  the  custom  will  receive  the  sanction  of  the 
law.  In  this  very  case  we  have  a  most  instructive  example 
of  the  manner  in,  and  the  conditions  upon,  which  custom 
adds  to  the  number  of  negotiable  instruments.  The  subject 
of  litigation  was  scrip  of  the  Russian  government  issued  in 
England,  by  which  that  government  promised  not  to  pay 
money,  but  to  give  certain  bonds.  This  scrip  was  unlaw- 
fully pledged  by  one  not  the  owner,  and  then  sold  by  the 
pledgee  to  a  hcmafide  purchaser.  The  contention  on  behalf 
of  the  owner  was  that  scrip  of  this  description  not  coming 
under  the  category  of  any  of  the  securities  for  money  which 
by  the  law-merchant  are  capable  of  being  transferred  by 
endorsement  and  delivery,  and  not  being  a  security  for 
money  at  all,  but  only  for  the  future  delivery  of  a  bond,  the 

« 1  Burr.  452,  467. 
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rights  of  the  true  owner  oould  not  be  divested  by  the  fraud- 
ulent transfer  of  the  chattel  by  a  person  who  had  no  title 
as  against  the  owner.  Cockbum,  C.  J.,  in  rendering  judg- 
ment, said :  "  The  ninth  paragraph  of  the  special  case  con- 
tains the  following  statement,  upon  which,  as  it  appears  to 
us,  the  decision  of  the  case  turns :  The  scrip  of  loans  to 
foreign  government,  entitling  the  bearer  to  bonds  for  the 
same  amount  when  issued  by  the  government,  has  been 
well  known  to,  and  largely  dealt  in  by,  bankers,  money 
dealers,  and  the  members  of  the  English  and  foreign  Stock 
Exchanges,  and  through  them  by  the  public,  for  fifty  years. 
It  is  and  has  been  the  usage  of  such  bankers,  money-dealers, 
and  Stock  Exchanges,  during  all  that  time,  to  buy  and  sell 
such  scrip,  and  to  advance  loans  of  money  upon  the  security 
of  it  before  the  bonds  were  issued,  and  to  pass  the  scrip 
upon  such  dealing  by  misre  delivery  as  a  negotiable  instru- 
ment transferable  by  delivery ;  and  this  usage  has  always 
been  recognized  by  the  foreign  government,  or  their  agent, 
delivering  the  bonds  when,  issued  to  the  bearers  of  the 
scrip." 

The  very  serious  point  made  by  the  plaintiff,  that  the 
scrip  was  not  negotiable  because  it  was  not  a  promise  to 
pay  money ^  but  to  deliver  a  bond,  was  disposed  of  as  fol- 
lows :  "  We  think  that  substantially,  and  in  effect,  it  is  a 
security  for  m^iiey^  which  till  the  bond  shall  be  delivered 
stands  in  the  place  of  that  document,  which,  when  delivered, 
will  be  beyond  doubt  the  representative  of  the  sum  it  is  in- 
tended to  secure.  .  .  .  The  usage  of  the  money  market  has 
solved  the  question  whether  scrip  should  be  considered  se- 
curity for,  and  the  representative  of,  money,  by  treating  it 
as  such." 
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In  Crouch  vs.  Cr6dit  Foncier  *  which  is  in  contrast  with 
the  last  case,  but  not  inconsistent  with  it  in  its  main  feature, 
we  find  an  example  of  the  judicial  rejection  of  a  usage  be- 
cause, if  admitted  to  exist,  it  was  recent,  and  because  an  in- 
cident or  attribute  of  negotiability  could  not  be  annexed  to 
an  instrument  by  the  tacit  stipulation  of  such  a  usage  which 
could  not  be  introduced  into  it  by  the  express  stipulation 
of  the  parties. 

But  in  Venables  vs.  Baring,'  decided  in  the  year  1892,  it 
was  held  that  American  railroad  bonds,  payable  to  bearer, 
were  negotiable  according  to  the  law  merchant.  And  in 
the  later  case  of  Bechuanaland  Exploration  Co.  vs.  London 
Trading  Bank'  it  was  held  that  English  debenture  bearer 
bonds  were  negotiable,  if  a  custom  to  that  effect,  although 
of  recent  origin,  was  proved. 

The  recent  case  of  Edelstein  vs.  Schuler  *  went  further  and 
held  that  the  time  had  passed  when  the  negotiability  of 
bearer  bonds  could  be  called  in  question  ;  the  existence  of 
the  usage  to  treat  them  as  negotiable  had  been  so  often 
proved,  and  its  convenience  was  so  obvious,  that  it  must  be 
now  taken  to  be  part  of  the  law-merchant ;  and  accordingly 
it  was  not  now  necessary  to  tender  evidence  to  prove  that 
such  bonds  were  negotiable  instruments,  that  being  a  fact 
of  which  the  court  will  take  judicial  notice.  In  that  case 
the  bonds  consisted  of  South  African  Bailroad  and  Mining 
bonds,  and  American  Bailroad  Bonds. 

There  may  be  also  negotiability  by  estoppel.    The  effect 


>  L.    R.    8  Q.    B.  374,  overruled  '  (1892)  3  Ch.  627. 

by  Goodwin   vb.   Robarts,   supra;  ■  (1898)  2  Q.  B.  658. 

Bechuanaland  Exploration  Co.  vs.  ^  (1902)  2  K.  B.  144.    See  arti- 

London  Trading  Bank,  id.  (1898)  2  cles  in  15  London  Quarterly  Re- 

Q.  B.  D.  658.  view,  130,  245. 
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of  the  decisions  in  Goodwin  vs.  Eobarts  and  Bamball  v& 
Metropolitan  Bank,  aupra^  seems  to  be,  that  if  one  deposits 
with  an  agent  a  secarity  on  the  face  of  it,  payable  to  bearer, 
he  cannot  recover  it  from  a  bona  Jide  holder  for  value,  in 
case  the  agent  fraudulently  puts  it  into  circulation,  whether 
the  instrument  is  negotiable  or  not.^ 

Bat  usage  cannot  make  instruments  oil  the  face  of  which 
the  right  to  sue  is  limited,  negotiable. 

Thus  in  Glyn  vs.  Baker'  (decided  before  the  passing  of  the 
Act  of  51  Oeo.  3,  c.  64,  §  4,  making  India  bonds  negotiable),  it 
woidd  appear  from  the  judgment  of  the  court  that  even  if  the 
jury  had  found  the  India  bond  to  be  negotiable,  it  could  not 
have  been  made  so  in  contemplation  of  law,  as  it  appeared 
on  its  face  to  be  payable  to  the  original  obligee,  thus  limit- 
ing the  right  to  recover  its  amount  to  the  latter  or  his  rep- 
resentatives. 

This  was  accepted  as  a  correct  statement  of  the  law  in 
Partridge  vs.  Bank  of  England.*  In  that  case  the  plea  was 
that  dividend  warrants,  payable  to  a  specific  person,  with- 
out negotiable  words,  were,  by  a  sixty  years'  custom  of  the 
bankers  and  merchants  of  London,  transferable  by  delivery 
only,  without  endorsement.  The  Queen's  Bench  sustained 
the  plea ;  but  the  Court  of  Exchequer  rejected  the  custom, 
because  it  appeared  by  the  instrument  that  it  was  payable 
to  a  particular  person,  and  that  usage  could  not  make  an 
instrument  so  limited  negotiable. 

And  although  an  instrument  may  be  negotiable,  the  trans- 


'  See  also  as  to  estoppel,  Crouch  Bentinck  vs.  London  Joint  Stodc 

vs.  Ci^dit  Foncier,  supra;  Colonial  Bank,  (1893)  2  Ch.  120. 

Bank  vs.  Cady,  38  Ch.  D.  388;  15  » 13  East,  509. 

App.  Cas.  267;  Fine  Art  Soc.  vs.  » 15  L,  J.  Q.  B.  395. 
Union   Bank,    17   Q.   B.   D.   705; 
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feree  must  take  lonajide  and  for  value.^  Gross  negligence 
was  formerly  held  evidence  of  mala  fides?  B  u  t  in  Goodman 
vs.  Harvey*  it  was  held  that  there  must  be  actual  mala  fides. 

Mere  negligence  on  the  part  of  the  transferee,  to  detect 
his  transferor's  bad  title,  cannot  be  pleaded  as  a  defence  to 
an  action  by  the  transferee.^ 

But  if  an  agent  pledges  negotiable  instruments  for  an 
amount  beyond  the  limits  of  his  authority,  and  the  pledgee 
has  notice  of  the  limit,  he  can  only  retain  the  securities  in 
pledge  to  secure  the  amount  authorized.' 

Although  if  the  pledgee  has  not  such  notice  he  may  re- 
cover the  full  amount  due  to  him.^  Mere  knowledge  that 
the  pledgor  is  a  Broker  is  not  sufficient  notice.^ 

And  it  has  been  held  that  the  owner  of  a  negotiable 
instrument,  which  has  been  stolen,  has  no  title  to  it  as 
against  a  honafide  holder  for  value,  although  he  prosecutes 
the  thief  to  conviction.® 

There  are  English  cases  in  which  the  usage  of  a  partic- 
ular trade  has  been  held  to  be  binding  on  the  persons  en- 
gaged in  the  trade. 

Thus  in  Merchant  Banking  Co.  vs.  Phoenix  Bes.  Steel 
Co.,*  a  usage  of  the  iron  trade  that  warrants  for  goods  "  de- 
liverable to  A.  B.,  or  assigns,  by  endorsement  hereon," 
were  considered  to  pass  to  the  holders  for  value,  free  from 

*  London  Joint  Stock  Bank  vs.  *  Bentinck  vs.  London  Joint 
Simmons,  supra.  Stock  Bank,  supra. 

» GUI  vs.  Cubitt,  3  B.  &  C.  466.  '  Baker  vs.  Nottingham  Bank,  60 

*  4  A.  &  E.  870.  L.  J.  Q.  B.  542.     See  also  in  this 
^Venables  vs.  Baring,   (1802)  3   connection,  cases  cited  in  Smith's 

Ch.  527.  Leading  Cas.  vol.  I.  p.  489. 

*  London  Joint  Stock  Bank  vs.  '  Chichester  vs.  HiU  &  Son,  52  L. 
Simmons,  supra;  Sheffield  vs.  Lon-  J.  Q.  B.  160. 

don  Joint  Stock  Bank,  13  App.  Cas.       *  L.  R.  5  Ch.  D.  205. 
333. 
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any  vendor's  lien,  was  held  to  be  binding  on  the  steel  com- 
pany, which  was  the  vendor.  This  usage  was  shown  to 
have  been  quite  general  in  the  iron  trade  for  nearly  forty 
years,  and  Jessel,  M.  K,  found  that  the  steel  company  knew 
of  it  and  gave  the  iron-warrant  for  the  purpose  of  having 
it  dealt  with  in  accordance  with  the  usage  ;  and  that  hav- 
ing given  such  a  document  to  a  person  knowing  that  he 
could  use  it,  and  intending  that  he  should  use  it  by  obtain- 
ing money  on  it,  it  could  not  afterwards  be  allowed  to  set 
up  against  persons  from  whom  he  had  obtained  money, 
that  they  should  not  have  the  benefit  thereof ;  that  the 
company  was  estopped  from  so  doing  on  the  most  elemen- 
tary principles  of  equity.^ 

Without  discussing  the  question  further,  it  is  sufficient 
for  our  purposes  to  show  that  by  the  English  authorities, 
the  custom  of  Bankers  and  Stock-brokers,  such  as  was  pre- 
sented in  the  case  of  Goodwin  vs.  Robarts,  is  sufficient  to 
confer  upon  instruments  the  important  attributes  of  nego- 
tiability ;'  and  it  will  be  important  hereafter  to  consider 
this  doctrine  in  connection  with  the  subject  of  certificates 
of  stock,  which  are  technically  non-negotiable. 

The  precise  question  how  far  usage  will  be  allowed  to 
operate  in  extending  negotiability  has  not  been  much  dis- 
cussed in  our  courts,  but  the  general  rules  imposing  limita- 
tions  upon  usage  are  strictly  applied  in  the  State  of  New 

^  Consult  also,  in  this  connection,       '  This  case  was  followed  and  en- 

Talty  vs.  Freedman's  Trust  Co.,  1  dorsed  by  Rumball  vs.  Metropolitan 

MacArth.  522;  Matter  of  Leland,  6  Bank,  L.  R.  2  Q.  B.  Div.  194;  46  L. 

Ben.  (U.  S.)  176;  Humboldt  Town-  J.  Q.  B.  Div.  346;  36  L.  T.  N.  S. 

ship  vs.  Long,  92  U.  S.  642;  Gaar  vs.  240;  26  W.  R.  366.     See,  however, 

Louisville  Co.,  11  Bush  (Ky.),  180;  Colonial  Bank  vs.  Cady,  15  App. 

Dinsmore  vs.  Duncan,  57  N.  Y.  573,  Cas.  267. 
rev'g  4  Daly,  199;  Pardee  vs.  Fish, 
60  N.  Y.  265. 
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York  Thus,  in  Security  Bank  vs.  National  Bank,*  an  at- 
tempt was  made,  by  proof  of  usage  among  Bankers,  to 
give  the  word  "certification "  a largerscope  than  it  had  re- 
ceived by  settled  legal  construction,  and  such  proof  was  ex- 
cluded. 

But  in  Massachusetts  it  has  been  held'  that  a  custom  in 
Boston  to  treat  certificates  endorsed  in  blank  as  negotiable, 
was,  on  being  proved,  sufficient  to  enable  a  bona  fids  holder 
for  value  to  assert  bis  title  as  against  the  true  owner,  if  the 
latter  entrusted  the  instrument  to  another  who  pledged  it 
for  his  own  debt. 

And  in  a  case  in  Iowa,  it  was  shown  that  there  was  a 
usage  among  the  merchants  of  the  city  of  Burlington  to  re- 
gard certain  paper — a  note — payable  "in  currency"  as 
negotiable.  This  usage  was  resisted  on  the  ground  that  by 
the  constitution  of  that  State  all  laws  were  required  to  be 
uniform,  and  therefore  a  note  could  not  be  negotiable  in 
one  city  and  not  so  in  another,  nor  could  a  custom  be  recog- 
nized which  would  result  in  the  same  thing.  In  passing 
upon  this  question,  the  court  said :  "  It  must  be  remembered, 
however,  that  we  have  no  statute  prohibiting  such  custom. 
A  custom  in  a  particular  locality,  when  not  in  violation  of 
law,  becomes  a  law  to  parties  contracting  with  a  knowledge 
of  it.  The  same  general  rule  as  to  what  makes  custom,  and 
its  application  in  the  construction  of  contracts,  obtains  uni- 
formly over  the  State.  It  might  as  well  be  claimed  that 
all  parties  must  make  the  same  kind  of  contracts,  as  that 
they  may  not  contract  in  reference  to  different  customs." 
And  the  usage  was  sustained.^ 

*  67  N.  Y.  458.  ■  Rindskoff  vs.  Barrett,  14  Iowa, 

'Scollana  vs.  RolUns,  179  Mass.  101.     See  also  Vermilye  vs.  Adams 

346.  Express  Co.,  21  Wall.  138. 
43 
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But  the  effect  of  a  custom  of  the  Stock  Exchange  and  of 
Bankers  and  Brokers  in  Baltimore,  reqoiring  Virginia 
registered  consols  to  be  transferred  in  writing,  and  to  be 
accompanied  by  a  power  of  attorney  acknowledged  before  a 
notary  public,  is  to  restrict  negotiability,  as,  in  the  absence 
of  such  a  custom,  they  would,  as  strongly  resembliog 
promissory  notes,  be  transferable  by  endorsement  merely.^ 

In  some  of  the  United  States  attributes  of  negotiability 
have  been  conferred  upon  certain  instrument  by  statute, 
which  are  not  recognizable  as  negotiable  by  the  law-mer- 
chant. 

In  Iowa  ^  bonds  and  other  instruments,  without  words  of 
negotiability  are  made  assignable  by  indorsement,  and  the 
assignee  shall  hstve  a  right  of  action  in  his  own  name,  sub- 
ject to  all  defences  which  the  assignor  might  have  had 
prior  to  endorsement. 

In  Illinois  bonds  or  other  instruments  payable  in  money 
or  '^personal  property,"  may  be  assigned  by  indorsement 
in  the  same  manner  as  bills  of  exchange.' 

A  similar  statute  was  passed  in  Georgia  in  1799,^  and  the 
bona  fide  purchaser  of  negotiable  paper  not  dishonored  is 
protected,  though  the  seller  had  no  title.' 

In  Kansas*  all  receipts  for  grain  issued  by  any  ware- 
house shall  be  negotiable  by  endorsement  in  blank,  or  by 
special  endorsement,  in  the  same  manner  as  biUs  of  exchange 
and  promissory  notes. 

'Taliaferro    vs.    Baltimore    &c.  order''  in  connection  with  payee's 

Bank,   17  Atl.   Rep.    (Md.)   1036.  name.    Russell  vs.  Bosworth,  106 

See  also  cases  cited,  ante,  p.  462  111.  App.  314. 

et  seq.  *  Code,  {  3682. 

'Rev.  Stats,  of  1807,  §3045.  *Id.   {3538. 

"  Rev.  Stats.  lU.  ch.  98  (4).  They  *  Dassler's  Stats,  of  1901,  {  144L 
need  not  contain  the  word3  "or 
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(c.)  Requisite  Elements  of  Negotiability. 

The  Negotiable  Instraments  Law  contains  the  following 
provision  (Art.  II.,  §  20)  as  to  form : 

"  Form  of  Negotiable  Instrument. — An  instrument  to  be 
negotiable  must  conform  to  the  following  requirements : 

1.  It  must  be  in  writing  and  signed  by  the  maker  or 
drawer. 

2.  Must  contain  an  unconditional  promise  or  order  to  pay 
a  sum  certain  in  money .^ 

3.  Must  be  payable  on  demand,  or  at  a  fixed  or  determin- 
able future  time. 

4.  Must  be  payable  to  order  or  to  bearer ;  and 

5.  Where  the  instrument  is  addressed  to  a  drawee,  he 
must  be  named,  or  otherwise  indicated  therein  with  reason- 
able certainty." 

And  other  sections  of  Art.  II.  contain  provisions  inter- 
preting these  various  requirements  as  to  form. 

The  statutory  provision  is  merely  declaratory  of  the  law 
as  it  existed  prior  to  its  enactment. 

The  Negotiable  Instruments  Law  (codifying  the  law  as  to 
negotiable  instruments)  has  now  been  adopted  in  twenty- 
two  States  of  the  Union,  and  also  in  the  District  of  Colum- 
bia,^ and  as  it  will  doubtless  be  enacted  in  the  remaining 


'  A   particular    kind  of   current  Maryland,  Massachusetts  and  Vir^ 

money  may  be   designated   (Neg.  ginia  in  1898.     In  the  District  of 

Insts.  Law,  {  25,  subd.  5).     And  Coliunbia,   North  Carolina,   North 

by  statute,  in  some  of  the  States,  Dakota,    Oregon,    Rhode    Island, 

the  instrument  may  be  payable  in  Tennessee,  Utah,  Washington  and 

property  or  labor.     Seeante,  p.  674,  Wisconsin  in   1899.     In    Pennsyl- 

and  Neg.   Insts.   Law,    §   25  (last  vania   and    Arizona   in    1901.     In 

sentence) .  Ohio,  Iowa  and  New  Jersey,  in  1902. 

'  In  New  York,  Colorado,  Con-  In  Idaho  and  Montana  in  1903. 

Decticut  imd   Florida  in  1897.    In  It  should  be  borne  in  min4  that 
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States  and  Territories  within  the  next  few  years,  it  has  been 
deemed  sufficient  to  set  forth  a  few  of  its  principal  pro- 
visions, and  to  give  a  digest  of  the  decisions  affecting  the 
negotiable  instruments  usually  dealt  in  by  Stock-brokers  or 
dealers,  and  in  which  they  may  have  been  directly  or  in- 
directly concerned,  and  a  few  of  the  leading  cases  sls  to 
negotiable  instruments  in  general,  without  encumbering  this 
work  with  a  digest  of  the  great  mass  of  decisions  (chiefly 
relating  to  bills  and  notes,  or  to  transactions  outside  of  the 
Exchanges,  or  between  persons  other  than  Brokers)  as  to 
such  instruments.^ 

A  negotiable  instrument  must  be  a  complete  and  perfect 
instrument  when  it  is  issued,  or  there  must  be  authority  re- 
posed in  some  one  to  supply  anything  needed  to  make  it 
perfect.' 

Independent  of  statute,  the  rule  is  well  established  that 
there  must  have  been  delivery  to  render  an  incomplete  in- 
strument, filled  up  without  authority,  negotiable.  There- 
fore, when  railroad  bonds  and  coupons  payable  to  bearer, 
were  made  payable  either  in  British  currency  in  London,  or 
in  United  States  currency  in  New  York  or  New  Orleans, 
and  the  president  was  authorized  to  endorse  on  the  bonds 
the  place  of  payment,  but  the  bonds  were  never  issued,  or 

the    English    codification    statute  cisions  of  the  courts,  whereas  in  the 

(Bills  of  Exchange  Act,   1882)  is  United  States  i    is  practically  now 

confined  to  bills  and  notes,  whereas  contained    in   the    Negotiable   In- 

the   Negotiable   Instruments   Law  struments  Law  (supplemented  by 

includes  the  instruments  (eiuimer-  the  rules  of  the  law  merchant,  Neg. 

ated  at  p.  649  et  seq.)  usually  dealt  Inst.  Law,  §  7),  as  interpreted  by 

in  by  Stock-brokers,  provided  such  the  courts. 

instruments  comply  with  the  re-       *  For  the  law  as  to  negotiable  in- 

quirements    of    its    20th    section,  struments  in  general,  see  Daniel  on 

Therefore  the  law  as  to  the  nego-  Neg.  Inst.  (5th  ed.),  and  Eaton  & 

t  lability  of  such  instruments  must  Gilbert  on  Commercial  Paper. 
Ill  England    be  sought  in  the  de-       'See  Neg.  Insts.  Law,  {{  32^5. 
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the  endorsement  made  by  the  president,  and  the  bonds  were 
stolen  from  the  company  while  still  in  its  possession,  a  bona 
fide  holder  for  value  was  not  authorized  to  fill  the  blank 
for  the  place  of  payment,  and  could  convey  no  title  to  the 
bonds.^ 

And  the  34th  section  of  the  Negotiable  Instruments  Law 
is  now  declaratory  of  the  general  rule,  as  follows  :  "  Where 
an  incomplete  instrument  has  not  been  delivered,  it  will  not, 
if  completed  and  negotiated  without  authority,  be  a  valid 
contract  in  the  hands  of  any  holder,  as  against  any  person 
whose  signature  was  placed  thereon,  before  delivery." 

But  if  the  incomplete  instruments  (e.  g.,  city  bonds) 
have  been  delivered,  with  authority  to  negotiate  them,  the 
holder  may  fill  up  the  blanks.^  And  this  rule  is  now  incor- 
porated in  the  33d  section  of  the  Negotiable  Instruments 
Law. 

Delivery  may  sometimes  be  presumed  until  the  contrary 
is  proved.* 

In  CoQke  V5.  The  United  States  *  certain  Treasury  notes 
had  been  printed,  stamped,  and  sealed  by  the  proper  agents 
of  the  government,  but  they  had  not  been  issued  ;  but  an 
innocent  purchaser  of  t^em  was  held  to  be  protected.  There 
is  no  doubt  that  genuine  Treasury  notes  form  part  of  the 
negotiable  commercial  paper  of  the  country." 

But  if  state  coupon  bonds  have  been  redeemed,  and  other 
bonds  issued  in  their  stead,  and  the  former  have  been  sub- 

'  Ledwich  vs.  McKim,  63  N.  Y.  New  York  oase  upon  the  subject  of 

307.  negotiability. 

'  Manhattan    Savings    Inst.    vs.  '  Neg.  Inst.  Law,  §  35. 

Bank,   170  N.  Y.  58.    This  case,  *91    U.    S.    389,    revereing    12 

although  not  one  in  which  Stock-  Blatchf .  43. 

brokers    were    concerned,    is    here  •Vermilye  vs.   Express  Co.,  21 

cited,    as   being  a  leading   recent  Wall.  138. 
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Bequeiitly  stolen  from  the  State,  and  purchased  by  the  plain- 
tiffs in  good  faith  from  a  New  York  Stock-broker,  the 
plaintiffs  are  not  entitled  to  have  other  bonds  issued  to 
them,  as  the  redemption  of  the  bonds  was  equivalent  to  a 
return  of  the  bonds  to  the  maker  (the  State),  and  the  sub- 
sequent theft  was  not  a  delivery  of  the  bonds  making  them 
negotiable.^ 

A  negotiable  instrument  (a  Ignited  States  gold  certificate) 
made  payable  by  special  indorsement  to  the  order  of  the 
holder,  can  bo  only  transferred  by  the  indorsement  of  such 
holder.'  If  such  indorsement  is  erased,  an  innocent  pur- 
chaser for  value  does  not  acquire  title,  although  the  erasure 
is  so  skilfully  made  that  it  cannot  be  detected  by  the  most 
careful  scrutiny.'  Such  is  the  general  rule.*  The  purchase 
of  such  a  certificate  by  a  share  dealer  in  London  at  £30  be- 
low its  market  price,  although  such  certificates  can  always 
be  sold  at  their  market  value,  and  the  not  calling  the  seller 
as  a  witness,  made  the  transaction  suspicious,  and  deprived 
the  purchaser  of  the  benefit  of  any  exceptions  to  the  gen- 
eral rule." 

(d.)  Restdts  of  Negotiability ;   Bona  Fide  Holders. 

1.  JRestUts  of  Keyotiahiliiy, — The  change  in  the  law  which 
we  have  indicated,  making  choses  in  actions  assignable,  so 
that  the  assignee  might  sue  and  enforce  the  same  in  his 
own  name,  if  it  had  stopped  there  would  have  accomplished 
much.  What  the  commercial  necessities  of  England  re- 
quired was  that  negotiable  securities  should  pass  from 

'  Branch  vs.  CommissionerB,  80  'Id.  Neg.  Inst.  Law,  f  205. 

Fed.  Rep.  427.  *  Id. 

» Kulb  vs.  United  States,  18  Ci.  » Id. 
CIb.  560;  Neg.  Inst.  Law,  §  64. 
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hand  to  hand,  free  from  all  restrictions  and  conditions; 
that  they  should  become  representatives  of  money;  and 
that  every  person  accepting  or  receiving  them  should  be 
entitled  to  collect  them,  without  being  subject  to  impedi- 
ment or  hindrance  on  the  part  of  the  maker,  except  his 
financial  ability.  And,  growing  out  of  this  necessity  of 
commerce,  we  have  now  firmly  established  in  law  the  main 
and  principal  result  of  negotiability,  and  which  is  often  er- 
roneously confounded  with  the  doctrine  of  negotiability 
itself  ^ — viz.,  that  a  purchaser  or  transferee  in  good  faith, 
for  value,  and  before  maturity  of  a  negotiable  instrument, 
is  not  affected  by  any  latent  eqaities  between  the  original 
parties,  or  in  favor  of  third  persons,  unless  they  are  brought 
to  his  notice.  And  in  law  this  extensive  privilege  is  com- 
monly designated  as  ^^  the  rights  of  a  hona  fide  holder  or 
purchaser."  ^  But,  to  bring  one  within  the  protection  of 
this  broad  rule,  it  is  necessary  that  certain  conditions  should 
exist  in  his  favor,  the  nature  of  which  we  shall  now  proceed 
to  examine  briefly. 

lie  must  be  a  purchaser,  1st,  in  good  faith  without  no- 
tice ;  2d,  before  maturity  ;  3d,  for  value.' 

1st.  He  must  he  apurhcaser  in  good  faith  without  notice. 
For  if  he  have  notice  that  there  are  defects  in  the  title  of 
his  assignor,  or  the  party  from  whom  he  receives  the  n^o- 
tiable  paper,  it  follows  that  he  is  not  entitled  to  avail  him- 

'  See    distinctions    set    forth    in   nocently  sold  securities  for  another 
Shaw  vs.  R.  R.  Co.,  101  U.  S.  557.   Broker  was  held  not  liable  to  the 

The  rule  does  no  extend  to  per-  principal  of  the  latter, 
sons  not  hona  fide  purchasers  or  '  Brown  vs.  Spofford,  95  U.  S. 
holders,  nor  to  their  agents.  Kim-  474.  The  rule  of  law  set  forth  in 
ball  vs.  Billings,  55  Me.  147;  Swim  the  text  is  now  embodied  in  the 
vs.  Wilson,  5  Bank.  L.  J.  286.  But  96th  section  of  the  Negotiable  In- 
see  Zulick  vs.  Markham,  6  Daly,  struments  Law. 
129,  where  a  Stock-broker  who  in-       'See  Neg.  Inst.  Law,  {  91. 
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self  of  the  protection  afforded  by  the  rule  in  question,  and 
no  commercial  necessity  would  seem  to  require  that  he 
should  receive  such  protection.  Express  or  actual  notice 
would  bar  his  rights  as  a  hona  fide  holder,^  and  leave  the 
maker  to  assert  any  defence  to  the  paper  which  existed  in 
bis  favor.  But  the  numerous  cases  on  this  extensive  sub- 
ject have  mainly  arisen  in  attempts  to  fix  upon  the  holder 
constructive  notice  of  defects,  and  the  courts  have  expe- 
rienced no  small  difficulty  in  applying  the  familiar  doctrine 
to  the  facts.  The  form  and  condition  of  a  negotiable  in- 
strument are  of  themselves  constructive  notice  to  the  pur- 
chaser. Constructive  notice  to  a  person  is  the  imparting  to 
him  of  sufficient  information  to  put  him  upon  inquiry ;  and 
the  true  rule  as  to  the  meaning  of  "  put  upon  inquir}^  "  is 
declared '  to  be,  that  the  rights  of  a  purchaser  of  negotia- 
ble paper  are  not  affected  by  constructive  notice  of  a  defect 
of  title,  unless  it  clearly  appears  that  the  inquiry  suggested 
by  the  fact  disclosed  at  the  time  of  the  purchase  would,  if 
fairly  pursued,  result  in  the  discovery  of  the  defect.  In 
that  case  it  was  held  that,  the  number  of  a  bond  not  being 
an  integral  part  of  it,  an  erasion  and  alteration  of  the  num- 
ber was  not  constructive  notice  that  the  bond  had  been 
stolen ;  and  for  the  further  reason,  also,  that  the  line  of 
inquiry  suggested  by  the  fact  of  alteration  would  not,  if 
pursued,  lead  to  the  detection  of  the  larceny.  Such  a  no- 
tice as  will  put  a  prudent  man  on  his  guard  is  not  enough, 
e.  g.,  the  absence  of  certificates  referred  to  in  the  bond.'    In 

^  Cass  County  vs.  Green,  66  Mo.  bearer    bonds,     placed    in     their 

498.  hands     for    sale,    with    a     bank, 

'  Birdsall  vs.  Russell,  29  N.  Y.  which  receives  them  in  the  ordi- 

220.  nary   course  of  business   In  good 

'  Welch   vs.    Sage,    47   id.    143.  faith,  and  for  a  valuable  considera- 

If    Stock'brokers    pledge    railroad  tion,  and  without  notice  of  the  own- 


Results  of  Negotiability ;  Bona  Fide  Holders.   681 

fact,  clear  knowledge  of  fraud  must  be  proved  on  the  part 
of  the  holder,  and  is  not  to  be  presumed  on  slight  evidence ; 
and,  if  the  evidence  is  but  slight,  the  court  may  withdraw 
it  from  the  jury.* 

If  no  actual  notice  of  incipient  fraud  is  given  to  the  in- 
tending purchaser  of  a  note,  he  is  not  affected  by  notice 
that  the  payee  promised  not  to  negotiate  it,  and  by  an  in- 
definite notice  that  he  is  buying  a  lawsuit,  and  he  is  not 
thereby  put  upon  inquiry  for  a  fraud  which  actually  entered 
into  the  inoipiency  of  the  note ;  that  is,  no  complicity  in 
fraud  is  ever  to  be  presumed  as  against  a  holder  for  value 
of  negotiable  paper.^  Even  though  he  does  not  pay  full 
value  and  there  may  be  enough  to  excite  suspicion,  his  title 
is  not  thereby  impaired.^ 

It  is  a  general  rule  that  persons  dealing  with  property 
are  bound  to  take  notice  of  any  suit  pending  with  respect 
to  its  tille,^  even  though  not  themselves  parties  to  it;'  but 
it  seems  that  it  is  the  pendency  of  the  suit  which  creates  the 
notice,  so  that  after  the  cause  is  ended  the  decree  is  not 
notice.* 

Negotiable  paper  not  due  is,  however,  excepted  from  the 

ers  title,  the  bank  acquires  a  good  '  Battles  vs.  Laudenslager,  84  Pa. 

title  to  such  securities  as  against  the  St.  446. 

owner,  a  customer  of  the  Stock-  *  Heist  vs.  Hart,  73  Pa.  St.  286. 

brokers.    Thompson  vs.  St.  Nicho-  '  Cromwell  vs.  County  of  Sac,  96 

las  Nat.  Bank,  113  N.  Y.  325;  id.  9  U.  S.  51. 

N.  Y.  St.  Rep.  363.  *  Murray    vs.  *Balou,    1    Johns. 

But  where  the  bonds  of  a  rail-  Ch.  566;  Garth  vs.  Ward,  2  Atk. 

road,  signed  by  a  trustee,  are  placed  174. 

by  him  upon  the  market,  and  they  *  Bishop  of  Winchester  vs.  Paine, 

are  sold  for  a  trifling  sum,  the  pur-  11  Ves.  194. 

chaser  should  have  made  inquiry  '  Worsley  vs.  Scarborough,  3  Atk. 

as  to  the  regularity  of  the  issue.  391. 
Riggs  vs.  Pennsylvania  &c.  R.  R. 
Co.,  16  Fed.  Rep.  804. 


682  Stoek-brokers  and  Stock  Exchanges- 

general  rule,  because  of  the  high  favor  in  which  it  is  held 
as  a  circulating  medium,  unless  there  is  actual  notice  of  the 
suit.* 

The  question  arose  in  the  case  of  Leitch  vs.  Wells* 
whether  a  purchaser  of  certificates  of  stock  was  affected  by 
the  pendency  of  a  suit,  and  the  court  held  in  conformity 
with  the  above  views,  Earl.,  C,  saying :  "  Since  the  decision 
of  the  case  of  McNeil  vs.  Tenth  National  Bank,  above  cited, 
certificates  of  stock,  with  blank  assignments  and  powers  of 
attorney  attached,  must  be  nearly  as  negotiable  as  commer- 
cial paper.  The  doctrine  of  constructive  notice  by  lis  pen- 
dens has  never  yet  been  applied  to  such  property.  This 
doctrine  must  have  its  limitations.  It  could  not  be  applied 
to  ordinary  commercial  paper,  nor  to  bills  of  lading,  nor  to 
government  or  corporate  bonds  payable  to  bearer.  Indeed, 
I  do  not  find  that  it  has  ever  been  applied,  and  I  do  not 
think  it  ought  to  be  applied,  to  any  of  the  articles  of  ordi- 
nary commerce.  Public  policy  does  not  require  that  it  should 
be  thus  applied.  On  the  contrary,  its  application  to  such 
property  would  work  great  mischief  and  lead  to  great  em- 
barrassments." 

If  a  first  endorsee  for  value  takes  without  notice  of  any 
prior  equities,  a  second  endorsee  for  value  takes  a  good  title, 
although  he  had  notice  of  such  equities.  As  was  declared 
by  Field,  J.,^  "  the  rule  has  been  too  long  settled  to  be  ques- 


*  Orleans  vs.  Piatt,  99  U.  S.  676,  doctrine  of  lis  pendens  does  not  ap- 

683;  County  of  Warren  vs.  Marcy,  ply  to  negotiable  paper  (railroad 

97  id.  96;  Winston  vs.  Westfeldt,  bonds)  purchased  before  due.  Pitts- 

22  Ala.  760;  Stone  vs.  Elliott,  11  burgh  &c.  Co.  vs.  Lynde,  55  Ohio 

Ohio  St.  252;  Mims  vs.  West,  38  Ga.  St.  23. 
18;  and  see  Leitch  vs.  Wells,  48  N.       ■  Supra. 
Y.  585.  "  Cromwell  vs.  County  of  Sac,  96 

In  Ohio  it  has  been  held  that  the  U.  S.  51. 
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tioned  now,  that  whenever  negotiable  paper  has  passed  into 
the  hands  of  a  party  unaffected  by  previous  infirmities,  its 
character  as  an  available  security  is  established,  and  its 
holder  can  transfer  it  to  others  with  the  like  immunity.'' 
In  such  case  the  second  endorsee  takes  a  new  title  from  the 
first  endorsee,  and  therefore  knowledge  of  any  infirmities  in 
the  old  title  does  not  affect  him.^ 

The  rights  of  a  holder  of  a  negotiable  instrument  are  to 
be  determined  by  the  simple  test  of  honesty  and  good  faith ; 
he  is  not  bound  to  be  on  the  alert  for  circumstances  which 
might  excite  suspicion.^ 

The  possession  of  an  instrument,  endorsed  in  blank  or 
made  payable  to  bearer,  is  prima  facie  evidence  that  the 
holder  is  the  owner  and  lawful  possessor  of  the  same ;  and 
no  degree  of  negligence,  and  nothing  short  of  fraud  on  his 
part,  is  sufficient  to  overcome  the  effect  of  that  evidence  and 
invalidate  his  title." 

But  if  a  negotiable  instrument  (a  United  States  gold  cer- 
tificate) is  made  payable  by  special  endorsement  to  the 
holder's  order,  it  is  only  transferable  by  the  latter's  endorse- 
ment, and  if  it  is  stolen,  and  the  special  endorsement  be 
erased,  London  stock-dealers,  who  purchased  the  same  for  a 


>  Commissioner8,etc.,vs.Clark,94  38  Fed.  Rep.  682;  Porter  vs.  Pitts- 

U.  S.  278,  286;  RUey  vs.  Schawack-  burgh  Steel  Co.,  122   U.  8.  267. 

er,  50  Ind.  592;  Momyer  vs.  Cooper,  Neg.  Inst.  Law,  {  97. 

35  Iowa,  257;  Simon  vs.  Merritt,  33  '  Magee  vs.  Badger,  34  N.  Y.  247. 

id.  537;  Woodman  vs.  Churchill,  52  Bad  faith  on  the  part  of  the  holder 

Me.  58;  Roberts  vs.  Lane,  64  id.  108;  must  be  shown.     Neg.  List.  Law, 

Woodworth  vs.    Huntoon,   40   III.  §  95.     And  see  Eaton  &  Gilberts' 

131;  May  vs.  Chapman,  16  M.  &  W.  Com.  Paper,  p.  372,  and  cases  cited. 

355;  Masters  vs.  Ibberson,  8  C.  B.  '  Goodman  vs.  Harvey,  4  Ad.  & 

100;  Central   &   Banking  Co.   vs.  El.  870.    Neg.  Inst.  Law,  {{  94, 

Farmers'  Loan  &  Trust  Co.,   116  98. 
Fed.  Rep.  700;  Simmons  vs.  Taylor, 
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valuable  consideration,  and  without  notice  of  the  fraud,  ac- 
quire no  title.^ 

In  Dutchess  Co.  Ins,  Co.  vs.  Hatohfield,*  New  York  Bro- 
kei*8  bought  Poughkeepsie  bonds  which  had  been  stolen. 
The  circumstances  which  were  charged  against  them,  indi- 
cating bad  faith,  were — 1st,  that  they  had  bought  a  bond  be- 
fore from  the  same  party  which  had  turned  out  to  be  stolen ; 
and,  2d,  that,  instead  of  ofiFering  the  bonds  in  Kew  York 
city,  they  took  them  to  Poughkeepsie  and  Albany.  The 
Brokers  having  proved  that  they  had  received  an  explana- 
tion of  the  first  transaction  of  the  stolen  bond,  and  having 
offered  to  prove  a  usage  of  Brokers  consistent  with  their 
own  course  in  offering  the  bonds  for  sale,  they  were  sus- 
tained in  their  possession  of  and  title  to  the  bonds,  and 
Church,  C.  J.,  laid  down  the  rule  applicable  to  such  cases  as 
follows :  ^^  It  is  not  sufficient  that  a  prudent  man  would  be 
put  upon  inquiry,  nor  that  the  purchaser  was  negligent,  nor 
that  he  did  not  exercise  a  proper  d^ree  of  caution.  A 
purchaser  of  such  securities  will  be  protected  if  he  is  honest 
and  believes  that  the  seller  has  a  good  title." " 

Seybel  vs.  Nat.  Cur.  Bank^  was  a  ca^e,  to  say  th^  least, 
of  gross  negligence  and  reckless  disregard  of  others'  rights. 
Bonds  were  stolen  from  the  plaintiff  in  the  evening ;  the 
next  morning  he  served  printed  notices  of  the  theft,  with 
description  of  the  property,  at  defendant's  office,  on  their 


^  Kiilb  vs.  United  States,  18  C.  stolen  certificate  endorsed  in  blank, 
Cls.  Rep.  560.  See  Neg.  Insts.  acquired  no  title,  the  usages  of  Stock- 
Law,  {  64.  brokers  to  the  contrary  notwith- 

'73   N.   Y.    226.     But   in   East  standing. 

Birmingham  Land  Co.  vs.  Dennis,  '  See    also    Brown   vs.  State,   1 

39  Alb.  L.  J.  (March  23,  1889)  223,  Atl.  Rep.  (Md.)  54. 

it  was  held  in  Alabama  that  an  in-  ^  54  N.  Y.  288. 
nocent   purchaser  for  value  of  a 
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cashier,  who  said  they  did  not  oare  for  notice;  the  same 
day  defendants  bought  the  stolen  bonds;  and  on  their 
testimony  that  they  did  not  examine  the  notice,  and  had  no 
time  to  examine  snch  notices,  the  court  sustained  them,  and 
adopted  the  rule  laid  down  in  the  leading  case  of  Groodman 
vs.  Simonds,^  to  wit :  "  Suspicion  of  defect  of  title,  or  the 
knowledge  of  circumstances  which  would  excite  such  suspi- 
cion in  the  mind  of  a  prudent  man,  or  gross  negligence  on 
the  part  of  the  taker  at  the  time  of  the  transfer,  will  not 
defeat  his  title.  That  result  can  be  produced  only  by  bad 
faith  on  his  part." 

In  Goodman  vs.  Simonds '  this  subject  is  fully  considered, 
English  and  American  cases  examined,  and  Goodman  vs. 
Harvey^  referred  to  as  the  leading  case  in  England.  In 
the  case  last  cited.  Lord  Denman  said :  "  "We  are  all  of 
opinion  tliat  gross  negligence  only  would  not  be  a  sufficient 
answer  where  a  party  has  given  consideration  for  the 
biU." 

The  case  of  Gill  vs.  Cubitt,*  laying  down  the  doctrine 
that  the  purchaser  of  negotiable  paper  must  exercise  or- 
dinary care  and  prudence,  is  overruled  both  in  England  and 
in  this  country.    It  stands  alone.' 

The  title  and  rights  of  a  "bona  fide  purchaser  of  negoti- 
able paper  are  not  affected  by  the  fact  that  the  person  from 
whom  he  received  it  before  maturity  had  possession  of  it 

»  20  How.  (U.  S.)  343.  hattan  Sav.  Inst.   vs.   New  York 

*  Supra.  &c.  Bank,  170  N.  Y.  68. 

»  4  Ad.  &  El.  870.     The  purchaser  *  3  B.  &  C.  466. 

is  not  effected  by  constructive  no-  •  Belmont  Branch  Bank  vs.  Hoge, 

tice  unless  there  is  a  natural  or  35  N.  Y.  65;  Goodman  vs.  Harvey, 

logical  connection  between  the  facts  supra;  Uther  vs.  Rich,  10  Ad.  &  El. 

appearing,  and  the  fact  of  a  de-  784;  Arbouin  vs.  Anderson,  1  Q.  B. 

fective  title  in  the  vendor.     Man-  498,  504. 
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for  a  Bpeoifio  purpose  and  misappropriated  it,'  nor  by  the 
fact  that  the  apparent  owner  from  whom  he  bought  it  was 
an  agent  who  sold  it  in  breach  of  his  duty  to  his  principal^ 

The  presumption  is  that  the  holder  of  negotiable  paper 
has  paid  value  for  it  in  the  usual  course  of  business.^  So 
that,  in  bringing  suit  on  it,  all  he  has  to  do  in  opening  is  to 
prove  the  signature  and  introduce  it  in  evidence.' 

Ordinarily,  it  is  no  defence  against  a  bona  fide  holder 
of  a  note  that  the  maker  was  induced  to  sign  it  by  fraud ;  ^ 
and  a  thief  of  negotiable  paper  can  give  a  good  title  to  it 
to  a  bona  fide  purchaser  ;•  but  it  is  otherwise  as  to  non- 
negotiable  paper.^  But  if  a  negotiable  note  is  stolen  before 
delivery  by  the  maker,  it  has  no  inception,  and  the  thief 
can  give  no  title.^ 

Negotiable  paper  in  the  hands  of  an  innocent  holder  is 

*  Collins  VB.  Gilbert,  94  U.  S.  763;  Agra,  etc.,  Bank  vs.  Leighton,L.  R. 
Park  Bank  vs.  Watson,  42  N.  Y.   2  Ex.  61. 

490.  'Fenton  vs.  Bobinson,  4  Hun, 

'  Belmont  Branch  Bank  vs.  Hoge,  252. 

supra.  •  Welch  vs.  Sage,  47  N.  Y.  143; 

But  if  a  Stock-broker  knows  that  Seybel  vs.  Nat.  Cur.  Bank,  54  id. 
railroad  bonds  pledged  with  him  by  288;  Birdsall  vs.  Russell,  29  id.  220; 
a  bank  cashier  were  not  the  latter 's  Colson  vs.  Amot,  57  id.  253;  Pea- 
property  he  cannot  hold  them  as  cock  vs.  Rhodes,  2  Doug.  633;  Miller 
against  the  true  owner,  although  he  vs.  Race,  1  Burr.  452. 
had  not  express  notice  of  the  partic-  If  the  payee's  name  is  left  blank 
ular  individual  who  was  the  real  in  a  city  bond,  and  is  stolen,  a  bona 
owner.  Perth  Amboy  Mut.  Loan  fide  purchaser  from  the  thief  may 
Assn.  vs.  Chapman,  80  A.  D.  556.  fiU  in  the  blank  in  his  own  name  and 
See  Pittsburgh  &c.  Co.  vs.  Lynde,  acquire  title  thereto  as  if  he  had 
55  Ohio  St.  59.  purchased  it  from  the  lawful  holder. 

'  Goodman  vs.  Simonds,  20  How.  Manhattan  Sav.  Inst.  vs.  N.  Y.  &c. 

343;  Pittsburgh  Bank  vs.  Neal,  22  Bank,  170  N.  Y.  58. 

id.  96;  Murray  vs.  Lardner,  2  Wall.  '  Ledwich  vs.  McKim,  53  N.  Y. 

1 10;  Manhattan  Sav.  Institution  vs.  307. 

N.Y.&c.Bank,170N.Y.58.     Neg.  •  HaU     vs.     Wilson,     16    Baib. 

Inst.  Law,  §  98.  548. 

*  Pettee  vs.  Prout,  69  Mass.  502; 
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not  inTalidated  by  an  illegal  consideration  unless  expressly 
declared  void  by  statute.^ 

If  a  person  boys  from  a  pretended  owner,  who  is  not  in 
possession,  be  is  not  a  hona  fide  purchaser,  and  takes  no 
better  title  or  greater  rights  than  the  vendor ;  ^  nor  is  he  if 
he  buys  from  a  known  agent  who  endorses  it  without 
authority  ;^  nor  will  he  be  made  so  by  the  principal's 
ratification  of  the  endorsement  after  maturity.* 

2.  Sis  must  he  ajpv/rchaser  hefore  maturity. 

The  fact  that  a  bill  or  other  instrument  is  overdue  is 
equivalent  to  notice  of  all  facts  relating  to  it ;  thus,  where 
a  note  was  endorsed  after  maturity,  the  maker,  being  sued, 
was  allowed  to  defend  himself  by  showing  that  he  had  paid 
it  to  the  original  payee."  If  there  is  any  fact  relating  to  a 
bill,  notice  of  which  would  disentitle  a  holder  who  took 
the  bill  before  maturity,  the  existence  of  such  a  fact  dis- 
entitles a  holder  who  takes  the  bill  after  maturity  irrespec- 
tive of  notice.*  In  other  words,  if  a  note  is  negotiated  when 
overdue,  the  maker,  when  sued  by  the  endorsee,  may  set  up 
any  equitable  defence  which  he  had  against  the  payee.'' 

The  taker  of  an  overdue  note  is  but  the  assignee  of  a 
chose  in  action,  and  takes  only  such  title  as  his  assignor 
had.« 

Instruments  not  payable  on  demand  mature  with  the  last 

'  Grimes  vs.  Hillenbrand,  4  Hun,  Nellis  vs.  Clark,  4  HUl,  424;  O'Cal- 

354.  laghan  vs.  Sawyer,  5  Johns.  118; 

'  Mnller  vs.  Pondir,  55  N.  Y.  325.  Van  Valkenburgh  vs.  Stupplebeen, 

'  Gilbert  vs.  Sharp,  2  Lans.  412.  49  Barb.  99.     See   Eaton  &    Gil- 

•  Id.  bert's  Com.  Paper,  p.  361,  and  cases 

•  Brown  vs.  Davies,  3  T.  R.  80.  cited. 

See  Cripps  vs.  Davis,  12  M.  &  W.  ■  Farrington  vs.  Park  Bank,  39 

159.  Barb.  645;  De  Mott  vs.  Starkey,  3 

•  Lloyd  vs.  Howard,  15  Q.  B.  995.  Barb.  Ch.  403. 
^  Merrick  vs.  Butler,  2  Lans.  103; 
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day  of  grace.^  An  aocommodationnote  transferred  on  the 
last  day  of  grace  by  the  jmyee  to  plaintiff,  during  banking 
boars,  as  collateral  security  for  an  indebtedness  of  the  payee 
and  to  be  applied  thereon,  makes  the  plaintiff  a  honafid^ 
holder  before  maturity.*  An  instrument  payable  in  in- 
stalments is  deemed  wholly  overdue  when  any  instalment 
is  overdue;'  but  not  from  the  mere  fact  that  interest  is 
overdue,*  though  it  is  held  in  New  York  ^  that  a  note  is 
dishonored  by  overdue  interest. 

In  Vermilye  vs.  Express  Company  •  the  Supreme  Court 
of  the  United  States  held  that  bonds  and  Treasury  notes 
of  the  United  States  payable  to  holder  or  bearer  at  a  future 

^  Evertson  vs.  Nat.  City  Bank,  66  the  open  market,  into  the  hands  of  a 

N.   Y.    14.     But  under  the    Neg.  bona  fide  purchaser  for  value,  the 

Inst.  Law,  §  103,  a  negotiable  in-  latter  acquires  a  good  title  there- 

stniment  is  payable  at   the  time  to,   although  two  of  the  interest 

fixed  therein,   without    grace.     In  coupons  were  overdue  at  the  time 

some  of  the  States  adopting  that  of  purchase.     Long  Island  Loan  & 

law,  days  of  grace  have  been  re-  Trust  Co.  vs.  Columbus  &c.  R.  R. 

tained,  and  in  several  of  the  States  Co.,  65  Fed.  Rep.  455,  and  cases 

which  have  not  enacted  it,  days  of  cited.     Ab  to  what  circumstances 

grace  have  been  abolished.     Eaton  will  not  constitute  the  holders  of 

<&  Gilbert's  Com.  Paper,  p.  476.  railroad  bonds,  bona  fide  holders 

'  Continental     Nat.     Bank     vs.  for    value    before    maturity,    see 

Townsend,  13  N.  Y.  Week,  Dig.  295;  Simmons  vs.  Taylor,  38  Fed.  Rep. 

N.  Y.  a.  App.  Nov.  22,  1881.  682. 

*  Vinton  vs.  King,  86  Maas.  562;  *  Newell  vs.  Gregg,  51  Barb.  263. 
Field  vs.  Tibbetts,  57  Me.  358.  •  21    WaU.    138.     To    the    same 

*  Nat.  Bank  vs.  Kirby,  108  Mass.  effect  is  Cornell  vs.  District  of 
497;  Cromwell  vs.  County  of  Sac,  Columbia,  20  Ct.  Cls.  Rep.  229, 
96  U.  S.  51 ;  Kelley  vs.  Whitney,  45  where  it  was  held  that  a  bona  fide 
Wis.  110;  Boss  vs.  Hewitt,  15  id.  purchaser  of  District  of  Columbia 
260;  Brooks  vs.  Mitchell,  9  M.  &  W.  coupon  bonds  stolen  from  the 
15.  Board  of  Audit,  after  they  had  be- 

If  the   president   of   a   railroad  come  due,  could  not  recover,  and 

company  (which  had  intrusted  its  that  if  he  wished  to  avail  of  the 

negotiable  bonds  to  him  for  sale  or  rights  of  prior  holders,  he  should 

exchange)  pledges  them  with  Bro-  prove  that  they  purchased  before 

kers  to  secure  his  own  debt,  and  maturity, 
they  subsequently  come,  by  sale  in 
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definite  time  were  subject  to  this  principle,  and  that  a 
purchaser  after  they  were  overdue  took  subject  to  the 
rights  of  antecedent  holders. 

In  an  earlier  case*  it  had  been  held  that  negotiable  gov- 
ernment securities  redeemable  at  the  pleasure  of  the  gov- 

■ 

ernment,  after  a  specified  day,  but  in  which  no  date  was 
fixed  for  final  payment,  ceased  to  be  negotiable,  as  overdue, 
after  the  day  when  they  first  became  redeemable,  but  this 
ruling  was  subsequently  ^  limited  to  cases  where  the  pur- 
chaser acquired  title  with  notice  of  the  defect  of  title,  or 
under  circumstances  discrediting  the  instrument,  such  as 
would  affect  the  title  of  negotiable  demand  paper  purchased 
after  an  unreasonable  length  of  time  from  the  date  of  the 
issue.  Therefore  when  it  appeared  that  United  States  5-20 
bonds  (redeemable  at  the  pleasure  of  the  United  States 
after  the  1st  day  of  July,  1870,  and  payable  on  the  Ist  day 
of  July,  1885),  were  stolen  from  the  owner,  in  October,  1878, 
and  purchased  in  the  year  1879,  by  the  plaintiffs  in  London, 
in  the  usual  course  of  business,  from  responsible  parties,  it 
was  held  that  as  the  bonds  in  suit  were  called  for  redemp- 
tion between  October,  1878,  and  March,  1879,  they  became 
payable  on  demand  without  interest  after  the  maturity  of  the 
call,  until  the  date  for  absolute  payment,  and  as  the  title  of 
the  purchasers  of  the  bonds  was  acquired  at  a  time  when 
no  unreasonable  length  of  time  had  elapsed  after  the  ma-, 
turity  of  the  call,  the  title  of  the  purchasers  should  pre- 
vail against  the  owners.' 

But  if  detached  coupons  of  bonds  of  a  State  are  in- 
trusted by  the  owners  to  a  firm  for  collection  only,  and  by 

>  Texas  vs.  White,  7  Wall.  700.       "Morgan  vs.  United  States,  su- 

'  Morgan  vs.  United  States,  113  pra;  Brown  vs.  United  States,  20 

U.  S.  476.  C.  Cls.  Rep.  416. 
44 
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the  latter  are,  long  after  their  maturity,  pledged  to  a 
bank  to  secure  a  debt  of  the  pledgors,  the  pledgee  acquires 
no  title  as  against  the  true  owner.^ 

And  the  law  of  the  State  of  New  York  must  prevail  over 
that  of  a  foreign  jurisdiction,  when  the  plaintiff  and  one  of 
the  defendants  are  residents  of  New  York,  and  the  prop- 
erty, the  subject  of  contention,  has  been  voluntarily  brought 
within  that  State.  Therefore  when  detached  coupons  of  Pa- 
cific Railroad  bonds  were  purchased  after  maturity,  in  good 
faith,  by  Stock-brokers  on  the  Stock  Exchange  at  Frankfort- 
on-the-Main,  and  were  by  them  sent  to  New  York  for  col- 
lection, their  title  cannot  prevail  against  the  plaintiff,  the 
true  owner,  although  by  the  law  of  Frankfort  they  would 
acquire  a  good  title  whether  the  coupons  were  purchased 
before  or  after  maturity.* 

3.  J7e  must  be  a  holder  for  mlue. 

The  rule  in  England  seems  to  be  that  one  who  takes  a  ne- 
gotiable  instrument  as  a  security  for  a  pre-existing  debt  is  a 
holder  for  value  as  well  as  one  who  parts  with  value  at  the 
time  he  takes  it;^  and  yet,  in  De  la  Chaumette  vs.  Bank  of 
England,^  it  was  mentioned  as  a  fact  adverse  to  plaintiff 
that  although  the  balance  was  in  his  favor  at  the  time  he 
received  the  stolen  bank-note,  he  did  not  make  any  further 
advance  or  give  any  further  credit  on  the  strength  of  it ;  he 
was  considered  as  an  agent  rather  than  a  holder  for  value, 
and  failed  to  recover  against  the  bank. 

^  Stem   Brothers   vs.    Bank,    34  entitled  to  a  money  judgment  for 

La.  Ann.  1119.  the  proceeds  of  the  coupons. 

» Wylie  vs.  Speyer,  62  How.  Pr.  » Currie  vs.  Misa,  L.  R.  10  Ex. 

107.     It  was  also  held  in  that  case  153;  see  Whistler  vs.  Forster,  14  C. 

that  as  the  relief  asked  for  was  B.  (n.  s.)  248. 

equitable,  the  relief  could  be  equita-  ^  9  B.  &  C.  208,  216. 
ble  only,  and  that  plaintiff  was  not 
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« 

It  was  said  in  Currie  vs.  Misa,^  by  Lush,  J.,  that  he  was 
not  aware  of  any  cases  directly  in  point,  and  the  only  au- 
thority he  cited  was  Story,  Promissory  Notes,  §  186. 

In  England,  as  in  this  country,  it  is  likely  that  an  exten- 
sion of  time  or  the  suspension  of  an  existing  demand  by  the 
taker  of  a  negotiable  instrument  would  make  him  a  holder 
for  value.* 

The  Supreme  Court  of  the  United  States  adopted  a  simi- 
lar rule,  as  laid  down  in  Swift  vs.  Tyson,^that  one  who  takes 
commercial  paper  as  security  for  any  existing  debt  is  a  holder 
for  value,  but  certainly  such  cases  as  are  cited  below  ^  do  not 
go  so  far,  because  in  them  there  is  an  extension  of  time  or 
other  forbearance  granted  to  the  debtor,  which  constitutes 
a  parting  with  present  advantage  on  the  part  of  the  creditor. 
However,  in  the  case  of  Brooklyn  City,  etc.,  R.  E.  Co.  vs. 
Bank  °  the  subject  was  exhaustively  examined,  and  the  doc- 
trine of  Swift  vs.  Tyson  was  affirmed. 

Swift  vs.  Tyson  has  been  followed  to  a  great  extent  in 
this  country  ;^  though  in  some  of  the  cases  the  important  dis- 
tinction between  taking  negotiable  paper  as  absolute  pay- 
ment and  taking  it  as  a  mere  security  of  a  pre-existing  debt 
is  not  kept  in  view.    The  same  rule  is  followed  in  Connec- 

'  Supra.  *  102  U.  S.  150.    See  also  Cum- 
'  Morton  vs.  Bum,  7  Ad.  &  El.  19;  mings  vs.  Mead,  Fed.  Cas.  3476. 
Baker  vs.  Walker,  14  M.  &  W.  465.  *  Fisher  vs.  Fisher,  98  Mass.  303 
And  now  by  the  English  Bills  of  Stoddard  vs.  Kimball,  60  id.  469 
Exchange  Act  (1882)  any  anteccd-  Atkinson  vs.  Brooks,  26  Vt.  569 
ent  debt  or  liability  constitutes  a  Holmes  vs.  Smith,  16  Me.  177;  Man- 
valuable  consideration  for  a  bill  or  ning  vs.  McClure,  36  Vl.  490;  and 
note.  see  a  very  thorough  discussion  of 

•  16  Pet.  1.  this   subject,    endorsing  the   view 

*  Oates  vs.  Nat.  Bank,  100  U.  S.  laid  down  in  Swift  vs.  Tyson,  1  Am. 
239;  Goodman  vs.  Simonds,  20  Law  Rev.  (n.  s.)  479.  See  also 
How.  U.  S.  343-370;  McCarty  vs.  Crawford's  An.  Neg.  Inst.  Law, 
Roots,  21  id.  430.  2d  ed.  p.  33,  and  cases  dted. 
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ticut  on  the  ground  that  the  taking  of  negotiable  paper 
as  a  collateral  security  is  in  the  ordinary  course  of  busi- 
ness.^ 

In  New  York  a  purchaser  of  negotiable  paper  for  ^oalue 
is  one  who  parts  with  some  value,  money,  property,  or  ex- 
isting security,  or  forbears  the  exercise  of  a  valuable  right 
at  the  time  he  receives  it,  and  as  the  consideration  of  its 
acquisition,  e.  g.,  if  he  makes  a  loan  on  a  note  and  at  the 
same  time  takes  the  negotiable  paper  as  collateral  security,' 
or  surrenders  a  security,'  or  takes  negotiable  paper  in  pay- 
ment  of  a  note  already  due  which  he  surrenders  or  cancels,' 
or  who  receives  negotiable  paper  as  absolute  payment  of 
any  existing  indebtedness  and  not  merely  as  security  for  its 
payment ;'  and  the  last  case  supposed  is  stronger  if  in  con- 
nection Avith  it  he  pays  present  money  or  value  as  part  con- 
sideration ;*  but  if  a  creditor  receives  negotiable  paper  from 
his  debtor,  it  seems  that  no  presumption  arises  from  the 
mere  fact  of  receiving  it  that  it  is  taken  in  absolute  pay- 
ment of  the  debt.' 

The  rule  laid  down  in  Coddington  vs.  Bay,®  that  in  order 
to  be  a  purchaser  for  value  there  must  be  a  parting  with 
present  value  or  with  a  present  advantage,  has  been  followed 
in  this  State  up  to  a  recent  period  without  shadow  of  turn- 
ing ;  and  therefore  in  New  York,  prior  to  the  passage  of 

*  Roberts  vs.  Hall,  37  Conn.  205.   Wend.  499;  Bank  of  St.  Albans  vs. 
» Bank  of  New  York  vs.  Vander-   GiUiland,  23  id.  311. 

horet,  32  N.  Y.  653.  »  Potts  vs.  Mayer,  74  N.  Y.  694; 

•Chrysler  vs.  Renois,  43  N.  Y.  Bank  of  Sandusky  vs.  Scoville,  24 

209.  Wend.  115. 

*  Pratt  vs.  Coman,  37  N.  Y.  440;  •  Mechanics'  etc.,  Bank  vs.  Crow, 
Brown    vs.    Leavltt,    31    id.    113;  60  N.  Y.  85. 

Meads  vs.  Mer.  Bank,  25  id.  143,       ^  Bradford  vs.  Fox,  38  N.  Y.  289. 
149;  Youngs  vs.  Lee,  12  id.  551;       "20  Johns,  637. 
Bank  of  Salina  vs.   Babcock,   21 
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the  Negotiable  Instruments  Law  in  1897,  one  who  received 
negx)tiable  paper  merely  as  security  for  a  debt  already  exist- 
ing was  not  a  purchaser  or  holder  for  value.' 

This  principle  was  rigidly  applied  to  Stock-brokers.  In 
the  case  in  question  defendants,  Stock-brokers  in  New 
York,  received  from  one  Van  A.,  residing  at  Lyons,  orders 
by  telegraph  to  buy  Erie  stock,  he  agreeing  to  send  margin. 
On  the  day  of  sending  and  receipt  of  telegrams  defendants 
contracted  for  the  stock  ordered,  to  be  delivered  three  days 
thereafter,  at  which  time  they  were  delivered  to  and  paid 
for  by  defendants.  On  the  day  of  the  sending  of  the  tele- 
grams, but  whether  before  or  after  does  not  appear.  Van  A. 
stole  $6,500  of  United  States  coupon  bonds  belonging  to 
plaintiff,  which  he  forwarded  to  defendants  as  a  "  margin." 
The  bonds  were  received  by  the  defendants  before  the 
delivery  of  and  payment  for  the  stock.  In  an  action  for 
the  conversion  of  the  stock,  it  was  decided  that  defendants 
gave  credit  to  the  promise  of  Van  A.  and  not  to  the  bonds ; 
that  the  receipt  of  the  bonds  and  the  fulfilment  of  the  con- 
tract for  the  purchase  of  the  stock  after  such  receipt  did 
not  make  them  honafide  holders,  and  that  they  were  there- 
fore liable;  also,  that  if  defendants,  after  receipt  of  the 
bonds,  purchased  upon  the  credit  thereof  any  stocks  for 
Van  A.,  they  were  entitled  to  hold  them  as  security  for  any 
loss  arising  in  that  transaction ;  but  the  sale  of  bonds  be- 
yond the  amount  necessary  for  such  indemnity  was  a  con- 
version for  which  an  action  would  lie.' 

But  now  by  the  Negotiable  Instruments  Law  (§  51)  an 

*  Turner  vs.  Treadway,  53  N.  Y.  *  Taft  vs.  Chapman  et  al.,  50  N. 

650;  Lawrence  vs.  Clark,  36  id.  128;  Y.  415;  s.  c.  on  new  trial,  Brownson 

Bright   vs.   Judson,   47   Barb.   29;  vs.  Chapman,  63  N.  Y.  625. 
Stalker  vs.  McDonald,  6  Hill,  93. 
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antecedent  debt  constitutes  value,  thus  overruling  the  doo- 
trine  of  Coddingtx>n  vs.  Bay.^ 

In  Pennsylvania  the  rule  was  the  same  as  in  New  York.* 
The  holder  must  have  paid  some  present  value  or  relin- 
quished some  present  advantage.' 

Bef  erring  to  the  conflict  of  opinion  as  to  what  constitutes 
a  holder  for  value^  Leonard,  J.,  says  *  that  "  twenty  years  of 
judicial  construction  have  not  fully  terminated  the  contro- 
versy in  this  State  so  ably  discussed  in  the  conflicting  cases 
of  Swift  vs.  Tyson '  and  Stalker  vs.  McDonald.^  The  case 
last  mentioned  was  determined  in  the  late  Court  of  Er- 
rors ;  ...  it  expressly  endorses  Coddington  vs.  Bay  ^  and 
Bosa  vs.  Brotherson  ^  as  the  law  of  this  State,  and  condemns 
the  case  of  Swift  vs.  Tyson." 

Although  the  conflict  still  continues,  yet,  as  the  States  of 
New  York  and  North  Carolina  have  overruled  the  doctrine 
of  Coddington  vs.  Bay '  and  as  at  least  four  of  the  States 
which  have  followed  that  doctrine  (viz.,  Pennsylvania, 
Iowa,  Ohio  and  Wisconsin)  have  adopted  the  Negotiable 
Instruments  Law,  whilst  of  the  States  which  have  followed 
the  ruling  in  Swift  vs.  Tyson,  five  (viz.,  Connecticut,  Mary- 
land, Massachusetts,  New  Jersey  and  Bhode  Island)  have 
also  enacted  that  law,  it  will  be  seen  that  the  day  is  fast 

^  Brewster  vs.  Schrader,  20  Misc.  *  16  Pet.  1.  See  very  able  article 
480.  Crawford's  An.  Neg.  Inst,  in  90  Am.  L.  Reg.  689,  upholding 
Law,  2d  ed.  p.  32.  this  dedsion. 

*  Petrie  vs.  Qark,  11  Serg.  &  R.       "6  HiU,  93. 
377;  Lenheim  vs.  Wilmarding,  66       '  20  Johns.  637. 
Pa.  St.  73;  Bronson  vs.  Silverman,       ■  10  Wend.  86. 

77  id.  94.  •  Brewster  vs.  Shrader,  20  Misc. 

*  Kirkpatrick  vs.  Muirhead,  16  480;  Brooks  vs.  SuUivan,  30  S.  £. 
Pa.  St.  117.  (N.  C.)  822. 

*Cardwell  vs.   Hicks,   37   Barb. 
458. 
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approaching  when,  with  the  universal  acceptance  of  the 
codifying  statute,  it  will  come  to  an  end. 

It  has  been  held  that  the  honajide  holder  of  negotiable 
paper  may  recover  what  he  paid  therefor,  when  there  was 
fraud  in  its  origin.  Thus  in  the  case  of  Louisiana  State 
bearer  bonds  which  had  been  fraudulently  reissued,  and 
which  had  been  sold  by  a  Broker  (without  disclosing  his 
principal),  the  Broker  was  held  liable  to  refund  the  price 
paid  therefor,  although  he  had  no  suspicion  that  there 
was  anything  wrong  in  the  bonds.^  But  whether  there 
was  fraud  in  the  origin  of  such  paper,  or  the  maker  had 
other  equities^  the  holder  can  only  recover  what  he 
paid.' 

These  decisions  are  based  upon  the  idea  that  a  holder  of 
negotiable  paper  is  only  entitled  to  protection  from  loss, 
and  should  not  be  allowed  to  make  a  profit  out  of  the  maker 
if  the  latter  has  been  wronged.^  Thus  in  Stalker  vs.  Mc- 
Donald,* Walworth,  Ch.,  says :  "  This  principle  of  protect- 
ing the  hona  fde  holder  of  negotiable  paper  who  has  paid 
value  for  it,  is  derived  from  the  doctrines  of  the  courts  of 
equity  in  other  cases  where  the  purchaser  has  obtained  the 
legal  title  without  notice  of  the  equitable  right  of  a  third 
person  to  the  property.  .  .  .  And  if  he  has  paid  but  a  part 
of  the  consideration  or  value  of  the  property,  he  is  only 

« 

^  Pugh  vs.  Moore,  10  So.  Rep.  1    Daniel    Neg.    Inst.    (5th    ed.) 

(La.)  710.    This  decision  was  fol-  f  734a. 

lowed  in  Herwig  vs.  Richardson,  11  » Huflf  vs.  Wagner,  63  Barb.  215; 

So.  Rep.  (La.)  135,  where  similar  Card  well   vs.   Hicks,   37   id.   458; 

bonds  were  purchased  by  plaintiff  Youngs  vs.  Lee,  18  id.  189,  aff'd  12 

from   defendants    through    Stock-  N.  Y.  551.    Also  Chicopee  Bank  vie 

brokers.     See  also  Meyer  vs.  Rich-  Chapin,  49  Mass.  40;  Stoddard  vs 

ards,   163  U.  S.  386;   Rogers  vs.  Kimball.  60  Mass.  469. 

Walsh,  12  Neb.  28.    But  see  Otis  »Toddvs.Shelboume,8Hun,510. 

vs.  Cullum,  92  U.  S.  428.    See  also  « 6  Hill,  93. 
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entitled  to  be  considered  as  a  hona  fide  purchaser  pro 
tantoP  * 

On  the  contrary,  in  Cromwell  vs.  County  of  Sac,*  Field,  J., 
expressed  the  opinion  that  a  purchaser  of  a  negotiable  se- 
curity before  maturity,  and  not  personally  chargeable  with 
fraud,  is  entitled  to  recover  its  full  amount  though  he  may 
have  paid  less  than  its  par  value,  and  whatever  may  have 
been  its  original  infirmity.  He  admitted  that  there  were 
many  adverse  decisions,  but  thought  it  a  sound  rule,  '^  and 
in  consonance  with  the  common  understanding  and  usage 
of  commerce,  that  the  purchaser,  at  whatever  price,  takes 
the  benefit  of  the  entire  obligation  of  the  maker." 

And  in  the  case  of  Railroad  Companies  vs.  Schutte,^  it 
was  held  that  bonds  of  the  State  of  Florida  in  the  open 
market  purported  to  be  what  they  called  for  ;  and  that  as 
the  '^  Railroad  Companies  "  had  put  them  out,  and  in  legal 
effect  endorsed  them,  they  must  to  a  hana,  fide  holder  re- 
spond to  their  endorsement  commercially — that  is,  by  pay- 
ing the  bonds  according  to  their  face,  regardless  of  what 
their  maker  or  they  themselves  may  have  got  for  them.^ 

This  seems  to  be  the  better  rule,  and  certainly  more 
consonant  to  the  general  dealings  of  Wall  Street,  where 
many  securities  are  sold  and  bought  under  the  par  value, 
upon  the  expectation  of  the  purchasers  that  they  will 
eventually  obtain  their  full  face  value.  And  the  rule  has 
now  been  incorporated  into  the  Negotiable  Instruments 
Law,  §  96  of  which  provides  that  a  holder  in  due  course 
(i.  e.  a  hona  fide  holder,  for  value,  without  notice,  and  be- 

»  This   is  the  rule   in   England.  >  96  U.  S.  51,  60. 

Edwards  vs.  Jones,  7  Car.  &  P.  633.  '  103  U.  S.  118,  145. 

But  see  the  English  Bills  of  Ex-  *  Per  Waite,  C.  J. 
change  Act,  §38. 
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fore  maturity^  may  enforce  payment  of  the  instrument  for 
the  full  amount  thereof.^  In  concluding  this  branch  of 
the  subject,  it  will  be  observed  that  the  Supreme  Court 
of  the  United  States  has  been  foremost  in  upholding  and 
advancing  doctrines  which  tend  to  make  commercial  securi- 
ties almost  unassailable  in  the  hands  of  innocent  purchasers. 

ni.  Non-negotiability. 

(a.)    Doctrine  of  Non-negotiability, 

The  modern  doctrine  of  non-negotiability  is  simply  this : 
that  while  the  assignee  of  a  contract  or  chose  in  action,  by 
statute  or  usage,  can  sue  upon  the  same  in  law  or  equity, 
the  action  is  subject  to  all  of  the  defences  and  equities  be- 
tween the  original  parties,  to  the  same  extent  and  in  the 
same  manner  as  if  they  were  themselves  before  the  court.' 
The  eifect  of  this  doctrine  is,  of  course,  to  lower  the  com- 
mercial standing  and  value  of  non-negotiable  instruments, 
for  the  obvious  reason  that  a  purchaser  of  them  must  be- 
ware of  what  he  is  buying,  for  he  is  chargeable  with  notice 
of  all  defects  in  the  title  of  his  assignor,  and  of  all  defences 
or  equities  which  may  exist  in  favor  of  the  party  or  corpo- 
ration against  whom  he  proposes  to  enforce  the  same.  The 
cases  which  we  give  in  the  notes  fully  illustrate  the  doctrine 
of  non-negotiability.' 

It  is,  perhaps,  not  finally  settled  whether  the  assignee  of 

^  See  Crawford's  Ann.  Neg.   In.  note  discounted  by  using  them  as 

Law,  pp.  96-8.  coUateral  security.     R.  did  not  use 

*  Davis  vs.  Bechstein,  69  N.  Y.  them  for  that  purpose;  and  it  was 
440;  Wood  vs.  Travis,  24  Misc.  589.  held  that,  inasmuch  as  R.  could  not 
And  see  2  Am.  &  Eng.  Enc.  Law,  enforce  them  against  the  mortgagor, 
2d  ed.  p.  1080,  and  cases  cited.  he  could  give  no  greater  right  to  an 

*  In  Davis  vs.  Bechstein,  69  N.  Y.  assignee  than  he  had  himself.  In 
440,  a  bond  and  mortgage  were  in-  Union  College  vs.  Wheeler,  61  N.  Y. 
trusted  to  R.  to  enable  him  to  get  a  88,  the  mortgagee  received  his  mort- 
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a  chose  in  action  takes  it  subject  only  to  the  original  equi- 
ties— that  is,  the  equities  between  the  assignor  and  the 
debtor — or  subject  also  to  the  latent  equities  of  third  per- 
sons. There  are  most  respectable  authorities  on  both  sides 
of  this  question,^  but  in  the  State  of  New  York  the  weight 
of  opinion  at  present  is  in  favor  of  the  latter  doctrine,  that 
the  purchaser  of  a  chose  in  action  must  abide  the  case  of 
the  person  from  whom  he  buys,  for  the  reason  that  the 
holder  of  a  chose  in  action  cannot  alienate  anything  but 
the  beneficial  interest  he  possesses.  It  is  a  question  of  power 
or  capacity  to  transfer  to  another,  and  that  capacity  is  to  be 
exactly  measured  by  his  own  rights.^  But  the  doctrine  is 
subject  to  the  important  modification  that  the  real  owner 

gage  knowing  that  the  mortgagor  executed.    In  Bush  vs.  Lathrop,  22 

had  executed  contracts  of  sale  to  N.  Y.  535,  the  only  thing  in  issue 

various  persons  of  portions  of  the  was  a  latentequityof  a  third  person, 

mortgaged  property.     It  was  held  Denio,  J.,  cited  and  discussed  all  of 

that  the  mortgage  was  a  chose  in  ac-  the  New  York  cases  and  many  oth- 

tion,  that  the  mortgagee  took  it  sub-  ers,  and  repudiated  any  supposed 

ject  to  the  rights  and  equities  of  the  distinction  between  latent  equities 

purchasers  under  the  contracts,  and  and  those  existing  between  the  orig- 

that  his  assignee  of  the  mortgage  oc-  inal  parties;  he  referred,  with  ap- 

cupied  simply  his  position  and  took  proval,  to  the  declaration  of  Lord 

subject  to  the  same  rights  and  equi-  Thurlow  in  Davies  vs.  Austen,   I 

ties.     In  Ingraham  vs.  Disborough,  Yes.  247,  that  "a  purchaser  of  a 

47  N.  Y.  421,  the  decision  was  pre-  chose  in  action  must  always  abide 

cisely  the  same  on  a  similar  state  of  by  the  case  of  the  person  from  whom 

facts.     See  also  Clute  vs.  Robinson,  hebu3rs.''     But  this  case  was  modi- 

2  Johns.  (N.  Y.)  612.  fied  by  Moore  vs.  Metropolitan  Nat. 

^  See  p.  1081,  2  Am.  &  Eng.  Enc.  Bank,  55  N.  Y.  41.     See  cases  cited 

Law,  2d  ed.,  and  cases  cited.  in  next  note.    Except  as  so  modified 

'This  doctiine  is  sustained  by  its  doctrine  stands.     Fairchild   vs. 

Union  College  vs.  Wheeler,  supra,  Sergent,  104  N.  Y.  108.     Probably 

where   it   was   held   that   the   as-  the  most  powerful  advocate  of  the 

signee  of  the  bond  and  mortgage  doctrine  that  the  assignee  of  a  chose 

took  subject  not  only  to  original  in  action  is  only  subject  to  original 

equities,  but  also  to  the  rights  and  equities  was  Kent,  C.  J.     In  Bebee 

equities   of   the   third   persons   to  vs.  Bank  of  New  York,  1  Johns.  529, 

whom  contracts  of  sale  had  been  he  says  (p.  573):  "When  it  is  said 
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will  be  estopped  from  asserting  his  title  as  against  a  bona 
fide  purchaser  from  one  upon  whom  he  has  conferred 
apparent  ownership.^ 

It  has  been  held,  however,  that  where  a  chose  in  action  is 
assigned  as  a  security  of  a  negotiable  note  which  is  itself 
transferred  before  maturity  for  value,  it  is  taken  by  the  as- 
signee  free  from  all  equities,  on  the  ground  that  the  security 
partakes  of  the  nature  of  the  debt.'  Thus,  in  Kenicott  vs. 
Supervisors,^  where,  on  a  bill  to  foreclose  a  mortgage  given 
to  secure  negotiable  railroad  bonds,  it  appeared  that  the 
bonds  were  transferred  to  a  bona  fide  holder  for  value,  no 
other  or  further  defences  were  allowed  as  against  the  mort- 
gage than  would  be  allowed  were  the  action  brought  in  a 
court  of  law  upon  the  bonds.  And  in  another  case  in  the 
same  court,*  Swayne,  J.,  says :  "  Equity  puts  the  principal 
and  accessory  on  a  footing  of  equality,  and  gives  to  the 
assignee  of  the  evidence  of  the  debt  the  same  rights  in  regard 
to  both.  .  .  .  This  dependent  and  incidental  relation  takes 
the  case  out  of  the  rule  applied  to  choses  in  action,  where 
no  such  relation  of  dependence  exists."  °    So  we  shall  here- 

that  an  afisignee  of  a  choee  in  action  See  Merchants  Bank  vb.  Wdll,  163 

takes  it  subject  to  all  equity,  it  is  N.  Y.  486. 

meant  only  that  the  original  debtor  ^  Moore  vs.   Metropolitan  Bank, 

can  make  the  same  defence  against  55  N.  Y.  41 ;  Merchants  Bank  vs. 

the  assignee  that  he  could  against  Weill,  163  N.  Y.  486. 

the  assignor."    He  was,  however,  '  Batesville  Institute  vs.  Kaufif- 

outvoted  by  four  judges  to  one,  and  man,  18  Wall.  151 ;  Taylor  vs.  Page, 

Tompkins  and  Spencer,  JJ.,  deliv-  6  Allen,  86;  Croft  vs.  Bunster,  9 

ered  decidedly  contrary  opinions.  Wis.  504,  510. 

Kent's    opinion    was    followed    in  •  16  Wall.  452. 

James  vs.  Morey,  2  Cow.  246,  and  *  Carpenter  vs.  Longan,  16  Wall. 

the  doctrine  which  it  advocates  is  271. 

supported  by  Mott  vs.  Clark,  0  Pa.  •  And  see  Palmer  vs.   Yates,   3 

St.  398;  Bloomer  vs.  Henderson,  8  Sandf.  137;  Morgan  vs.  Smith  Am. 

Mich.   395.     But  it  has  not  pre-  Organ  Co.,  73  Ind.  179;  Cornell  vs. 

vailed  m  the  State  of  New  York.  Hichens,  U  Wis.  353;  Fisher  vs. 
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after  see  that  the  doctrine  of  non-negotiability  has  been 
directly  applied  to  certificates  of  stock,  and  the  transferees 
or  assignees  thereof  have  been  made  subject  to  all  defences 
existing  between  the  original  parties.^ 

(b.)  Negotiability  as  Applied  to  Stock  Certificates. 

We  come  now  to  consider  the  doctrine  of  negotiability  as 
directly  applied  to  stock  certificates ;  and  the  importance  of 
this  subject  to  Stock-brokers,  banks,  and  capitalists  cannot 
be  overstated,  because  dealings  in  these  securities  constitute 
the  bulk  of  their  business,  and  hundreds  of  millions  of  dol- 
lars are  employed  in  their  purchase  and  sale  each  week  in 
the  city  of  New  York  alone.  Stock  certificates,  as  we  have 
seen,  are  not  technically,  negotiable  instruments.  They  are 
not  promises  to  pay  money,  and,  in  a  word,  lack  almost 
every  element  necessary  to  constitute  negotiability.  They 
are  certificates  showing  that  the  individual  named  therein 
is  entitled  to  a  share  in  the  capital  stock  of  a  corporation, 
to  its  profits  and  dividends  when  they  are  declared,  to  a 
proportionate  share  of  its  property  upon  its  being  wound  up 
or  dissolved.  The  courts  have  everywhere  with  marked 
unanimity  placed  them  in  the  category  of  non-negotiable 
instruments.^  And  it  has  been  held  in  the  State  of  New 
York  that  the  Negotiable  Instruments  Law  is  not  applicable 
to  stock  certificates.'* 

The  eflFect  of  non-negotiability  we  have  already  considered, 
and  it  is  very  manifest  that  if  that  doctrine  were  to  be  ap- 

Otis,  3  Chand.  83;  Martineau  vs.       » P.  700. 

McCollum,  4  id.  153.    See  this  sub-       '  See  Church  vs.  Citizens  R.  R. 

ject  fully  discussed,  and  many  cases  Co.,  78  Fed.  526. 

cited,  in  1  Daniel  on  Neg.  Inst.  5th       '  Cowles  vs.  Eaehel,  65  N.  Y.  S. 

ed.  pp.  842-8.  349. 
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plied  in  its  full  force  and  rigor  to  stock  certificates,  the  con- 
sequences to  the  financial  world  would  be  most  alarming 
and  serious.  But  we  shall  see  that  while  the  courts,  on  the 
one  hand,  treat  them  as  non-negotiable,  on  the  other  hand, 
through  the  equitable  doctrine  of  estoppel,  stock  certifi- 
cates, with  a  power  to  transfer  them  endorsed  in  blank 
thereon,  can  be  dealt  in  with  almost  the  same  immunity  as 
bills,  notes,  and  other  negotiable  instruments.^  As  a  general 
rule,  the  company  issuing  a  stock  certificate  does  not  recog- 
nize a  transfer  of  the  same  until  it  has  been  registered  on  its 
books.  This  is  ordinarily  performed  by  an  assignment  of 
the  stock  in  writing,  made  by  the  former  owner  of  it,  with 
a  power  of  attorney  to  transfer  it  on  the  books  of  the  cor- 
poration. Books  of  transfer  are  kept  for  that  purpose ;  and 
on  the  production  of  the  above  papers  the  nominated  at- 
torney makes  the  formal  transfer,  the  old  ^certificate  is  can- 
celled, and  a  new  certificate  is  issued  to  the  new  owner. 
And  it  seems  the  courts  will  take  notice  of  this  general 
mode  of  transfer.' 

But  despite  the  rules  of  the  companies  requiring  transfers 
upon  their  books,  these  certificates  with  an  assignment  and 
irrevocable  power  of  attorney  executed  in  blank  thereon  pass 
from  hand  to  hand  in  the  same  manner  as  other  negotiable 
instruments.  And  when  they  possess  a  market  value  they 
are  sold  with  the  same,  if  not  a  greater,  facility  than  bills 

^  In  a  recent  leading  New  York  tiability."  Knox  vs.  Eden  Musee 
case,  the  Court  of  Appeals  (per  Co.,  148  N.  Y.  454.  And  see  Ameri- 
Andrews,  Ch.  J.)  said:  "But  the  can  Press  Assn.  vs.  Brantinsham, 
courts  of  this  country,  in  view  of  37  Misc.  426;  aff'd  78  N.  Y.  Supp. 
the  extensive  dealings  in  certificates   305. 

of  shares  in  corporate  enterprises,       *  Burrall  \'s.  Bushwick  R.  Co.,  75 
and  the  interest  both  of  the  public   N.  Y.  211;  McNeil  vs.  The  Tenth 
and  the  corporation,  have  given  to   Nat.  Bank,  46  N.  Y.  325,  331. 
them  some  of  the  elements  of  nego- 
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or  notes,  and  the  transactions  in  the  former  are  very  much 
greater  in  volume  and  amount  than  in  those  of  the  latter 
kind.  Indeed,  it  may  be  afBrmed  that  stock  certificates 
to-day  constitute  the  chief  commercial  security  of  the  age. 
And  dealings  in  them  are  not  confined  to  one  market  or 
locality ;  they  are  bought  and  sold  in  every  market  in  the 
world,  and  by  universal  usage  pass  from  hand  to  hand. 

In  view  of  all  of  these  considerations,  it  is  a  grave  ques- 
tion whether  the  time  has  not  arrived  for  a  change  in  the 
legal  character  of  these  certificates,  either  by  an  alteration 
of  the  language  of  the  latter  so  as  to  bring  them  within 
the  rule  of  the  law-merchant,  or  by  the  courts  receiving 
evidence  of  the  general  usages  of  the  commercial  community, 
which  usages,  as  we  have  seen,  have  been  heretofore  suc- 
cessfully invoked  to  raise  non-negotiable  securities  to  the 
full  rank  and  dignity  of  negotiable  instruments.^    This  last- 

*  See  ante,  p.  662  et  seq.  Since  investors  as  well  as  dealers,  whether 
the  text  was  written,  the  New  York  it  would  be  wise  to  remove  the  pro- 
Court  of  Appeab  has  taken  a  more  tection  which  the  true  owner  of  a 
conservative  view  of  this  subject,  stock  certificate  now  has  against 
for  the  court  in  Knox  vs.  Eden  theft,  accident,  or  robbery.  Tlie 
Musee  Co.,  148  N.  Y.  456  (per  system  of  registry  of  negotiable 
Andrews,  C.  J.),  said:  "It  is  plain,  bonds,  which  pr  vails  to  a  consid- 
we  think,  that  the  argument  in  erable  extent,  authorized  by  stat- 
support  of  the  judgment  in  this  utes  of  some  of  the  states,  and  of 
case,  based  on  the  complete  uego-  the  United  States,  seems  to  indicate 
tiability  of  stock  certificates,  is  not  a  tendency  to  restrict  rather  than  to 
supported  by,  but  is  contrary  to  the  extend  the  range  of  negotiable  in- 
decisions. If  public  policy  re-  struments."  But  see  Masury  vs. 
quires  that  a  further  advance  should  Bank,  93  Fed.  Rep.  at  p.  607. 
be  made  in  more  completely  as-  In  view  of  the  decision  in  German 
similating  them  to  commercial  Savings  Bank  vs.  Renshaw,  78  Md. 
paper  in  the  qualities  of  negotia^  475,  a  change  in  the  language  of  the 
bility,  the  legislature  and  not  the  transfer  usually  endorsed  on  the 
courts  should  so  declare.  .  .  .  back  of  the  certificate  may  help  to 
It  may,  perhaps,  be  doubted,  taking  enlarge  the  negotiability  thereof, 
into  consideration  the  interest  of  It  was  in  that  case  held  that  as  a 
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mentioned  means  has  been  attempted,  but  so  far  unsaocess- 
fully.  In  the  case  of  Aull  vs.  Colket  ^  Stock-brokers  in  the 
ordinary  course  of  their  business  received  certain  certificates 
from  a  clerk  who  had  abstracted  them  from  a  box  belong- 
ing to  his  employers,  and  they  offered  to  show  "  that  the 
general  custom  among  banks  and  Brokers  was  to  transfer 
title  to  stocks,  especially  non-dividend-paying  stocks  as 
these  were,  on  certificates  and  powers  signed  in  blank,  and 
that  this  class  of  securities  has  assumed  an  important  rela- 
tion to  trade  and  commerce ;  that  thousands  of  such  shares 
are  circulated  daily  on  the  Stock  Exchanges  of  New  York 
and  Philadelphia,  and  pass  by  mere  delivery  of  certificates 
and  powers ;  that  by  the  general  custom  among  Brokers 
and  Bankers  these  certificates  and  powers  pass  by  delivery 
the  same  as  commercial  paper  or  coupon  bonds ; "  but  the 
usage  was  rejected. 

A  somewhat  similar  case  of  the  rejection  of  a  Stock  Ex- 
change usage  occurred  in  Taylor  vs.  Grant  Ind.  Penin.  E. 
Co.,'  where  an  owner  of  £2  and  £20  shares  desired  to  sell 
the  former,  and  for  that  purpose  gave  his  Broker  transfers, 
which  were  blank  as  to  name  of  transferee  and  as  to  value 
and  distinctive  numbers  of  the  shares.  The  Broker,  in  fact, 
sold  the  £20  with  fraudulent  intent.  For  the  purpose  of 
giving  validity  to  the  transaction  and  compelling  the  owner 
to  stand  by  the  wrongful  and  unauthorized  act  of  the 


bank  (a  pledgee  of  stock)  had  no-  Int.  44.  To  same  effect  is  East 
tice  from  the  transfer  that  the  Birmingham  Land  Co.  vs.  Dennis, 
stock  was  for  sale  only,  and  not  85  Ala.  565.  See  also  Sherwood  vs. 
for  pledge,  it  was  not  a  bona  fide  Meadow,  50  Cal.  412;  Winter  vs. 
holder.  See,  however,  Gilbert  vs.  Belmont,  53  Cal.  428;  Barstow  vs. 
Erie  Bldg.  Assn.,  39  Atl.  (Pa.)  Savage,  64  Cal.  388. 
291  contra.  '  5  Jur.  (n.  s.)  1087. 

»  2  Week.  Notes  Cas.  322;  33  Leg. 
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Broker,  it  was  claimed  to  be  the  universal  practice  of  the 
Stock  Exchange  to  execute  such  transfers  in  blank,  at  least 
as  to  the  tranferee's  name.  The  court  assumed  the  practice 
to  exist,  but  refused  to  sanction  it,  and  remarked :  "  It  is 
clear  that  these  shares  were  not  transferred  by  him  [the 
owner],  for  the  law  is  settled  upon  this  subject,  and  the 
safety  of  property  depended  upon  it.  This  case  is,  indeed, 
a  remarkable  instance  of  the  value  of  the  existing  rule  of 
law  upon  the  subject.  To  permit  the  practice  of  Stock- 
brokers and  Stock-jobbers  to  prevail  against  such  a  rule 
was  entirely  out  of  the  question.  Brokers  must,  like  all 
other  persons,  be  bound  by  the  law  and  must  observe  its 
rules." 

A  similar  usage  was  also  condemned  in  Denny  vs.  Lyon,* 
where  it  was  proved  that  the  name  of  the  transferee  of  stock 
was  usually  not  inserted  in  the  power  of  attorney,  and  that 
it  was  more  convenient  not  to  have  it  inserted,  and  the 
court  remarked :  "  We  know  that  this  is  the  commercial 
usage.  It  was  probably  orginated  by  the  banks.  If  not, 
they  have  c-ountenanced  it  and  thus  brought  people  to 
practise  it.  And  yet  it  is  a  vicious  usage,  which  no  considera- 
tions of  convenience  are  sufficient  to  justify.  Malvs  usus 
aboUndu9  est,  A  power  of  attorney  signed,  sealed,  and 
delivered,  what  is  it  but  a  finished  legal  instrument  ?  Who 
may  alter  it  to  the  prejudice  of  another  without  incurring 
liability  to  the  charge  of  forgery  ?  If  commerical  usage 
permit  the  attorney  to  insert  the  names  of  P.  &  W.  and 
then  erase  them,  then  insert  the  name  of  W.  N.  and  next 
erase  it,  and  then  insert  his  own  name  as  agent,  what  other 
legal  instrument  may  not  commercial  usage  tamper  with  in 

*  38  Pa.  St.  98.     But  see  Scollans  vs.  Rollins,  179  Mass.  346. 
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like  manner?"  The  usage  was  not  sanctioned,  and  the 
authority  of  the  attorney  was  held  to  be  exhausted  by  the 
insertion  of  the  single  name  originally  contemplated  by  the 
owner  of  the  stock. 

But,  notwithstanding  the  refusal  of  the  courts  to  receive 
such  evidence  and  to  invest  these  certificates  with  the  attri- 
butes of  negotiability,  the  modern  decisions  have,  as  we 
have  said,  practically  placed  them  upon  an  equality  with 
bills,  notes,  and  other  negotiable  instruments ;  and  we  shall 
find  that  a  bona  fide  purchaser  for  value  of  such  certificates, 
with  powers  of  sale  endorsed  in  blank  thereon,  can,  with  two 
or  three  exceptions,  to  which  we  shall  refer,  hold  them  even 
against  the  true  and  rightful  owner ;  and  this  proposition 
forms  the  principal  exception  to  the  rule  that  the  assignee 
of  a  negotiable  chose  in  action  takes  it  subject  to  existing 
equities.^ 

^The  principal  English  authori-  Hun,  316;  McNeil  vs.  Tenth  Nat. 

ties  for  this  proposition  are  as  fol-  Bank,  46  N.  Y.  325;  Commercial 

lows:  Ex  parte  Swan,  7  G.  B.  (n.  s.)  Bank  vs.  Kortright,  22  Wend.  348; 

400;  Swan  vs.  North  British  Austra-  Moore  vs.  Metropolitan  Nat.  Bank, 

lasian  Co.,  7  H.  &  N.  603;  same  vs.  65  N.  Y.  41 ;  N.  Y.  &  New  Haven  R. 

same,  2  H.  db  C.  175;  Taylor  vs.  R.  Co.   vs.  Schuyler,  34  N.  Y.  30; 

Great  Indian  Peninsula  Ry.  Co.,  5  Weaver    vs.   Barden,     49     N.  Y. 

Jur.  (n.  s.)  1087;  1  Story  Eq.  375,  286;  Leitch  vs.  Wells,  48  N.  Y.  585; 

f  390;  Pearson  vs.  Scott,  L.  R.  9  Ch.  Zulick  vs.  Markham,  6  Daly,  129; 

Div.  198;  38  L.  T.  (n.  s.)  747;  26  W.  Printing  Co.  vs.  Washburn,  77  A.  D. 

R.  796;  Rumball  vs.  Metropolitan  280;  Dickinson  vs.  Dudley,  17  Hun, 

Bank,  L.  R.  2  Q.  B.  Div.  194;  46  L.  569;  Matthews  vs.  Mass.  Nat.  Bank« 

J.  Q.  B.  Div.  346;  36  L.  T.  (n.  s.)  10  Alb.  L.  J.  199;  Wood's  Appeal, 

240;  25  W.  R.  366;  Goodwin  vs.  8  Week.  Notes  Cas.  441;  92  Pa.  St. 

Robarts,  45  L.  J.  Ex.  Div.  748;  L.  R.  379;  Burton's  Appeal,  id.  505;  s.  c. 

I  App.  Cas.  476;  35  L.  T.  (n.  s.)  179  93  Pa.  St.  214;  Ellis's  Appeal,  id. 
H.  L;  Easton  vs.  Bank,  34  Ch.  538;  Aull  vs.  Colket,  2  Week.  Notes 
D.  95.  But  see  Colonial  Bank  vs.  Cas.  322;  33  Leg.  Int.  44;  Moody  vs. 
Cady,  15  App.  Cas.  267.  Bank,   3  Week.    Notes  Cas.    118; 

The  principal  American  authori-  Thompson  vs.  Toland,  48  Cal.  99; 
ties  are  as  follows:  Bank  vs.  Lanier,   Winter  vs.  Mining  Co.,  7  Rep.  332; 

II  Wall.  369;  Budd  vs.  Monroe,  18   Tome  vs.  Parkersburgh  R.  R.  Co., 

45 
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The  general  rnle  applicable  to  property  other  than  ne- 
gotiable instraments  ondoabtedlj  is,  that  the  vendor  or  pled- 
gor oan  convey  no  greater  right  or  title  than  he  has.  Nemo 
dot  qiuxl  non  hahet.  Bat  this  maxim  is  applicable  to  a  sim- 
ple transfer  from  one  party  to  another  where  no  other  do- 
ment  intervenes.  It  does  not  interfere  with  the  well-es- 
tablished principle  that  where  the  true  owner  holds  oat  an- 
other, or  allows  him  to  appear,  as  the  ovmet  of,  or  as  having 
foil  power  of  disposition  over,  the  property,  and  innocent  third 
parties  are  thns  led  into  dealing  with  sach  apparent  owner, 
they  will  be  protected.  Their  rights  in  snch  cases  do  not 
depend  upon  the  actual  title  or  authority  of  the  party  with 
whom  they  deal  directly,  but  are  derived  from  the  act  of 
the  real  owner,  which  precludes  him  from  disputing  as  against 
them  the  existence  of  the  title  or  power  which,  through  neg- 
ligence or  mistaken  confidence,  he  caused  or  allowed  to  ap- 
pear to  be  vested  in  the  party  making  the  conveyance.^ 

It  may  therefore  be  stated  as  a  wdl-settled  proposition 
that  where  the  owner  of  a  certificate  of  stock  with  a  power 
of  attorney  in  blank  ^idorsed  thereon,  attached  thereto,  or 
connected  therewith,  intrusts  it  to  an  agent,  servant,  or 
other  person,  so  that  by  the  recognized  nsages  of  business  it 
will  pass  from  hand  to  hand,  or  the  owner  is  guilty  of  neg- 
ligenoe  in  respect  thereto,'  a  honafide  purchaser  or  holder 
without  notice  will  be  protected  in  his  possession,  although 

39  Md.  36, 17  Am.  Rep.  540;  Mount  casee    cited    therein;    Graves    vs. 

HoUy  Turnpike  Co.  wn.  Torrel,  17  Mining  Co.,  81  Cal.  at  p.  32S;  Real 

N.J.Eq.  117;PraUvs.'nit,28N.J.  Estate  Trust  Co.  vs.  Bird,  90  Md. 

Eq.  479;  Bridgeport  Bank  vs.  R.  R.  229;  Westin^ouse   vs.   Bank,  4« 

Co.,  30  Conn.  231 ;  Atkinson  vs.  At-  Atl.  380. 

kinson,   90  Mass.    15;  Garvin  vs.       » Per    Rapallo,    J.,    McNeil    v». 

Wiswall,  83  111.  215.     See  also  Qn-  Tenth  Nat.  Bank,  46  N.  Y.  325. 
cinnati   <fec.    R.   Co.    vs.   Citizens'       >  AuU  vs.  Colket,  2  Week.  Notes 

Bank,  43  L.  R.  A.  777,  and  many  Cas.  322;  33  Leg.  Int.  44. 
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the  agent  or  person  to  whom  the  oertificate  has  been  in- 
trusted has  diverted  it  from  the  purposes  for  which  it  was 
committed  to  him,  or  has  been  guilty  of  fraud  or  a  breach 
of  trust  in  relation  thereto.^ 

The  rights  of  a  honafde  holder  as  against  the  true  owner 
of  the  stock,  to  whom  the  apparent  holder  has  either  sold 
or  pledged  it,  do  not  depend  on  the  negotiable  character  of 
the  certificates,  but  rest  on  a  different  principle — viz.,  that 
one  who  has  conferred  npon  another,  by  a  written  transfer, 
all  the  indicia  of  ownership  of  property,  is  estopped  to 
assert  title  to  it  as  against  a  third  person  who  has  in 
good  faith  purchased  it  for  value  from  the  apparent  owner. 
And  this  is  a  most  just  and  reasonable  rule,  for  when  an 
owner  of  one  of  these  certificates  executes  a  blank  assign- 
ment, with  a  power  of  attorney  to  transfer  the  stock  on  the 
books  of  a  corporation,  such  as  is  ordinarily  used,  without 
any  notice  on  the  face  of  the  same  that  it  is  intended  to  be 
restricted  to  a  particular  purpose,  he  commits  a  commercial 
act.  If  he  then  intrust  it  to  a  faithless  agent,  or  if,  by  his 
own  negligence,  the  certificate  gets  into  circulation  and  into 
the  hands  of  an  innocent  party,  the  owner  should  suffer. 

*  See  authorities  cited  ante,  p.  705.  same  principle,  where  a  trustee  is 
But  where  a  Broker  received,  in  the  clothed  with  full  power  to  man- 
course  of  trade,  a  transfer  in  blank  age  and  control  the  trust  estate, 
of  stock  which  had  in  fact  been  an  assignment  by  him  of  a  mort- 
stolen  and  sold,  in  a  mining  com-  gage  impressed  with  the  trust  to 
pany  organized  under  the  laws  of  a  bona  fide  purchaser  cannot  be 
California,  held,  that  he  was  liable  impeached  by  the  cestui  que  trust 
to  the  true  owner  for  its  value  and  (Dillaye  vs.  Commercial  Bank,  51 
damages  (Bercich  vs.  Marye,  9  Nev.  N.  Y.  345);  and  Grover,  J.,  states 
312;  Swim  vs.  Wilson,  9  Bkg.  &.  L.  J.  the  reason  of  the  exception  in  the 
286,  and  article  on  Stock-brokers'  following  words  (Moore  vs.  Metro- 
responsibilities  in  such  cases,  id.  politan  Nat.  Bank,  55  N.  Y.  41): 
273;  and  see  Bangor  Ac.  Co.  vs.  "One  reason  why  an  owner  of  cor- 
Robinson,  52  Fed.  Rep.  520).  On  the  porate  shares  or  of  goods  and  chat- 
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The  whole  question  then  resolves  itself  into  one  of  notice^ 
Had  the  parchaser  or  holder  of  the  stock  certificate  notice 
of  the  rights  of  the  true  owner  ?  Had  he  knowledge  of  the 
purpose  for  which  the  owner  placed  it  in  the  hands  of  his 
agent  ?  If  he  had  no  notice,  the  law  protects  him ;  if  other- 
wise, it  will  not  protect  him. 

We  shall  now  proceed  to  consider  what  notice  is  sniBcient 
to  prevent  the  true  owner  from  being  deprived  of  his  title ; 
and  the  cases  upon  this  subject  resolve  themselves  into  three 
classes :  1st,  those  in  which  the  notice  appears  on  the  face 
of  the  certificate ;  2d,  where  it  is  dehors  the  certificate,  and 
is  gathered  from  the  circumstances  surrounding  the  transac- 
tion ;  and,  3d,  those  cases  in  which  the  hona  fide  purchaser 
or  holder  acquires  the  right  to  hold  the  certificate  bj  reason 
of  the  negligence  or  carelessness  of  the  owner. 

1.  Cdses  in  which  notice  appears  on  the  face  qftiie  certifir 
cote. 

It  is  a  familiar  and  well-established  rule,  both  in  England 
and  the  United  States,  that  persons  who  deal  with  or  receive 
written  instruments  are  chargeable  with  constructive  notice 
of  their  contents  and  of  their  legal  effect,  and  are  bound 
thereby,  whether  they  examine  them  or  not.* 

In  Baring  vs.  Corrie*the  defendants  bought  goods  from 

teb  who  has  conferred  upon  another  real  title  against  an  innocent  pur- 

the   apparent   ownership,    without  chaser  from  one  clothed  by  him  with 

transferring  to  him  a  valid  title,  was  all  the   indicia  of  ownership  and 

held  precluded  from  asserting  his  power  of  disposition." 

title  against  a  bona  fide  purchaser  *  Farmers,'  etc.,  Nat.  Bank  vs.  Lo- 

from  such  apparent  owner  is  that  gan,  74  N.  Y.  568,  580;  City  Bank 

such  purchase  was  made  upon  the  \'s.  Rome,  Watertown,  etc.,  R.  Co., 

faith  of  the  title  which  he  had  ap-  44  id.   136;  Turner  vs.  Liverpool 

parently  given,  and  that  it  would  Docks,  6  Ex.  543. 

be  contrary  to  justice  and  good  con  '  2  B.  &  Aid.  137. 
science  to  permit  him  to  assert  his 
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one  whom  they  knew  to  be  both  a  merchant  and  Broker, 
but  at  the  time  of  the  sale  they  received  from  him  a  sold 
note,  exactly  in  proper  form,  supposing  him  to  have  sold  in 
his  character  of  Broker.  It  was  held  that  this  was  suffi- 
cient notice  to  put  them  upon  inquiry  for  the  principal,  and, 
having  failed  to  make  such  inquiry,  they  were  not  permitted, 
in  settlement  for  the  goods,  to  offset  a  claim  which  they  had 
against  the  Broker,  but  were  obliged  to  pay  the  principal 
in  full.  In  this  case  the  owner  had  not  intrusted  the  Broker 
with  possession  of  the  goods,  and  thereby  enabled  him  to 
appear  as  owner,  and  therefore  it  was  distinguished  from 
the  early  English  case  of  Hem  vs.  Nichols,^  where  the  owner 
was  held  answerable  for  the  deceit  of  his  factor,  and  Holt, 
C.  J.,  said  that,  "  seeing  somebody  must  be  a  loser  by  this 
deceit,  it  is  more  reasonable  that  he  that  employs  and  puts 
a  trust  and  confidence  in  the  deceiver  should  be  a  loser  than 
a  stranger."  ^ 

In  Pannell  vs.  Hurley  ^  one  P  conveyed  in  trust  to  0.  B. 
&  D,  Avho  opened  a  trust  account  with  bankers,  headed  in 
their  books  "  II.  P.'s  Estate."  The  bankers  dissolved,  and 
defendant  continued  the  business,  receiving  the  old  books 
and  carrying  on  the  trust  account.  D,  one  of  the  trustees, 
drew  out  of  the  trust  account  and  paid  a  deficit  in  his  pri- 
vate account.  Held,  that  defendant  was  chargeable  with 
notice  by  the  heading  of  the  trust  account,  inter  alia^  and 
must  settle  with  the  Pannell  estate,  independently  of  any 
set-off  he  had  against  the  trustee  D. 

Taylor  vs.  Great  Ind.  Penin.  R.  Co.*  was  a  case  of  con- 

'  1  Salk.  289.  turned  on  the  same  point  as  Hem 

'  George  vs.  Clagett,  7  T.  R.  359,   vs.  Nichols, 
and  Rabone  vs.  WiUiams,  id.  360,       '  2  Coll.  241. 

*  5  Jut.  (n.  s.)  1087. 


710  Stock-brokers  and  Stock  Exchangeiau 

flicting  equities,  where  either  the  owner  of  stock  or  its  pur- 
chaser mast  suffer  loss  through  the  fraud  of  a  Broker  em- 
ployed by  the  former ;  and  the  purchaser  contended  that 
the  owner  ought  to  bear  it  because  he  had  been  n^ligent 
in  executing  the  transfer  of  the  stock  in  blank,  and  thereby 
made  it  possible  for  the  Broker  to  effect  the  fraud ;  but  it  was 
held  that  inasmuch  as  the  transfers,  at  the  time  they  were 
delivered  to  the  purchaser,  were  still  in  blank  as  to  the  valae 
and  distinctive  numbers  of  the  shares,  and  the  name  of  the 
transferees,  they  carried  on  their  face  constructive  notice  of 
their  invalidity  to  all  concerned.  The  court,  however,  in 
this  case,  did  reflect  upon  the  plaintiff  for  the  imprudent 
manner  in  which  he  had  executed  the  transfers,  and  therefore 
allowed  him  no  costs.  This  case  would  seem  to  teach  that 
where  equities  are  to  be  balanced  between  an  owner  and  a 
purchaser  of  stock,  both  of  whom  have  been  n^ligent,  and 
one  of  whom  must  suffer  loss  through  the  fraud  of  another, 
the  scale  will  turn  in  favor  of  him  who  has  been  least  neg- 
ligent. 

The  registered  proprietors  of  stock  have  the  legal  title  to 
it ;  and  therefore  an  instrument  of  transfer  by  them,  or  any 
other  writing  which  suggests  who  are  the  registered  proprie- 
tors, is  sufficient  to  put  a  purchaser  upon  the  inquiry  whether 
they  are  not  also  the  absolute  and  equitable  owners.  Ac- 
cordingly,^ a  purchaser  is  not  justified  in  dealing  with  the 
solicitor  of  executors  as  a  principal,  because  he  received  no- 
tice from  the  form  and  terms  of  the  transfer  which  was 
signed  by  the  executors,  and  from  the  accompanying  letter, 
that  they,  and  not  the  solicitor,  had  the  legal  title. 

In  Shropshire  Union  R.  &  C.  Co.  vs.  The  Queen  *  certifi- 

»  Pearson  vs.  Scott,  L.  R.  9  Ch.  D.       *  L.  R.  7  H.  L.  Cas.  496. 
198. 
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cates  of  railway  stock  were  intrusted  to  one  of  the  direct- 
ors, who  was  also  the  Banker  of  the  company,  and  he  also 
stood  on  the  register  of  the  company  as  the  owner  of  the 
said  stock.  He  borrowed  money  from  R,  and  deposited 
the  certificates  with  him  as  security,  but  K  died  without 
having  applied  to  be  registered  as  owner.  His  widow  and 
executrix  made  such  application,  and  was  refused,  on  the 
ground  that  if  B.  had  made  proper  inquiries  he  would  have 
found  that  his  transferor  was  only  a  trustee ;  that  negli- 
gence sufficient  to  afFect  their  equitable  title  could  not  be 
imputed  to  the  other  directors  and  the  company  in  thus 
allowing  the  apparent  title  to  rest  in  the  one  director ;  and 
that  consequently  the  equitable  title  of  B.  could  not  pre- 
vail against  the  earlier  equitable  title  of  the  company.  And 
Lord  Cairns,  it  seems,  was  of  the  opinion  that  any  one  deal- 
ing in  stock  or  corporate  property  was  always  bound  to 
make  inquiry  as  to  the  actual  ownership  and  condition  of 
the  title ;  for  he  says,^  *^  He  ought  to  have  known  that  al- 
though n.'s  name  appeared  upon  the  register  as  the  owner 
of  these  shares,  and  although  H.  could  present  to  him  the 
certificates  of  this  ownership,  still  it  was  perfectly  possible 
either  that  these  shares  were  the  beneficial  property  of  H. 
himself,  or  that  they  were  the  property  of  some  other  per- 
son." In  brief,  that  the  only  way  he  could  perfect  his  title 
was  to  go  to  the  company  and  have  a  transfer  of  those 
shares  from  H.'s  name  to  his  own  in  the  register.  But  it 
is  questionable  whether  the  conclusion  reached  in  this  case 
is  not  in  conflict  with  the  best  authorities  both  in  England 
and  in  the  United  States. 
So  where  the  incomplete  and  non-negotiable  bonds  of  a 

»P.506. 
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railroad  corporation  were  conditioned  for  the  payment  of 
either  of  two  specified  kinds  and  amounts  of  national  cur- 
rency, to  be  determined  by  the  place  to  be  fixed  for  their 
payment,  and  contained  a  clause  authorizing  the  president 
of  the  corporation  to  fix,  by  his  endorsement,  such  place  of 
payment,  and  the  bonds  were  endorsed  in  blank  by  the 
president,  without  fixing  the  place  of  payment,  the  hona 
jide  purchaser  of  such  bonds  was  held  chargeable  with  no- 
tice of  their  defects,  and  could  neither  acquire  nor  convey 
a  title  to  the  bonds.^ 

A  certificate  of  stock  containing  the  words  "  in  trust," 
or  other  equivalent  words,  is  constructive  notice  of  a  trust 
to  all  who  deal  with  the  certificate,  and  puts  them  upon  in- 
quiry as  to  the  authority  of  the  trustee  to  dispose  of  the 
stock.'  If  such  a  certificate  is  pledged  by  the  trustee  to 
secure  his  own  debt,  the  pledgee  is  by  the  terms  of  the  cer- 
tificate put  upon  inquiry  as  to  the  character  and  limitations 
of  the  trust.^ 

^  Ledwich  vs.  McKim,  53  N.  Y.  assignment  without  any  inquiry  for 
308.  the  cestui  que  trust,  or  for  his  assent 
'  Budd  vs.  Munroe,  18  Hun,  316;  to  the  transfer.  Geyser-Marion 
Sprague  vs.  Cocheco  Mfg.  Co.,  10  Gold  Mining  Co.  vs.  Stark,  106  Fed. 
Blatchf.  173;  Gaston  vs.  Amer.,  etc..  Rep.  558,  and  many  eases  cited. 
Bank,  29  N.  J.  98.  '  Shaw  vs.  Spencer,  100  Mass. 
If  Stock-brokers  at  all  times  382;  Duncan  vs.  Jaudon,  15  Wall. 
knew  that  securities  placed  with  165;  Swan  vs.  Produce  Bank,  24 
them  for  speculative  purposes  stood  Hun,  277;  Atkinson  vs.  Atkinson, 
in  the  name  of  one  of  their  cus-  90  Mass.  15,  where  same  rule  is  ap- 
tomers  as  trustee  for  the  other,  they  plied  to  a  guardian.  Compare  Ash- 
are  chargeable  with  notice  of  the  ton  vs.  Atlantic  Bank,  85  Mass.  217; 
trust,  and  are  bound  to  inquire  into  2  Perry  on  Trusts,  {§  814,  815,  and 
the    ownership    of    the    property,  cases  cited. 

Leake  vs.  Watson,  58  Conn.  332.  And  see  the  recent  case  of  Farm- 
It  is  actionable  negligence  for  a  ers'  Bank  vs.  Diebold  Safe  &  Lock 
corporation  to  cancel  a  certificate  of  Co.,  58  L.  R.  A.  620,  and  note,  and 
its  stock  and  transfer  the  stock  on  cases  cited  at  id.  624. 
the  signature  of  the  trustee  to  the 
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The  old  rule  seems  to  have  been  that  ordinarily  it  was  a 
breach  of  trust  for  a  trustee  of  stock  to  transfer  it,  of  which 
a  purchaser  was  chargeable  with  notice ;  and  therefore  the 
cestui  qtce  trust  was  entitled  to  have  the  individual  stock 
restored  to  him.^ 

Brewster  vs.  Sime*  seems  to  be  contrary  to  the  general 
current  of  authority,  for  it  holds  that  the  addition  of  the 
word  "  trustee  "  after  the  name  of  a  person  to  whpm  stock 
is  transferred  is  not  sufficient  to  put  persons  dealing  with 
the  trustee  upon  inquiry  as  to  the  trustee's  title  or  as  to  the 
owner's  equitable  right.  Crockett,  J.,  in  his  opinion,  as- 
signs as  a  reason  for  his  position  that  *^  considerations  of 
public  policy  and  common  justice  demand  that  when  stock 
is  placed  in  the  name  of  a  trustee  under  these  circumstances, 
the  secret  owner  shall  be  bound  by  the  act  of  his  trustee 
dealing  with  persons  who  have  no  actual  notice  of  the  rela- 
tions between  the  parties."  ^  And  although,  as  we  have 
said,  this  position  is  exceptional  to  the  general  run  of  the 
cases,  many  strong  reasons  may  be  urged  in  support  of 
it.  But  this  and  the  other  decisions  cited  have  not  been 
followed  "and  the  reason  of  the  case,  the  later  decisions 
of  the  courts,  and  the  declarations  of  the  text  books  have 
united  to  make  the  proposition  we  have  announced  the 
established  law  of  the  land."  * 

But  an  executor  is  not  under  the  same  disability  as  a 
trustee,  and  a  purchase  of  stock  from  him  is  ordinarily  valid, 
though  affected  with  some  peculiar  trust  or  equity,  because 

'  Harrison  vs.  Harrison,  2  Atk.  more,  2  Md.  159,  171.    But  the  lat- 

121.  ter  case  was  overruled  in  Marbury 

» 42  Gal.  139.     And  see  Stinson  vs.  Ehlen,  Y2  Md.  206,  216. 

vs.  Thornton,  56  Ga.  377.  *  Marion  Co.  vs.  Stark,  106  Fed. 

■  To  same  effect,  Thompson  vs  Rep.  558.    See  also  Jones  vs.  Wil- 

Toland,  48  Cal.  99;  Albert  vs.  Balti-  liams,  24  Beav.  62. 
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the  purchaser  cannot  be  presamed  to  know  that  the  sale  is 
not  required  in  order  to  discharge  the  testator's  debts,^  it 
being  the  executor's  primary  duty  to  dispose  of  assets  and 
settle  the  estate,'  which  differs  in  this  respect  from  the  duty 
of  a  trostee,  which  is  that  of  custody,  and  not  of  adminia- 
tration  or  sale ;  ^  but  if  the  purchaser  from  an  executor  has 
a  reasonable  ground  for  believing  that  he  intends  to  misap- 
ply the  proceeds,  he  will  not  be  protected.* 

In  Pennsylvania  the  highest  court  of  the  State  in  two 
cases,  almost  simultaneously  reported,  has  fully  secured  the 
rights  of  a  bona  fide  holder  or  purchaser  of  stock  certifi- 
cates. 

In  Wood's  Appeal,'  G.  E.  W.,  one  of  several  executors, 
abstracted  from  a  fire-proof  safe  certificates  of  stock  be- 
longing to  the  estate  without  the  knowledge  of  his  co-ex- 
ecutors. These  certificates  stood  in  the  name  of  C.  S.  W., 
the  testator,  and  were  accompanied  by  a  blank  bill  of  sale 
and  power  of  attorney  to  sell  and  transfer,  signed  "  G.  R.  W., 
acting  executor."    G.  R.  W.  was  engaged  in  stock  specula- 

^  Hutchins   vs.   State   Bank,   53  '  Bayard  vs.  Farmery'  etc.,  Bank, 

Mass.  421.  52  Pa.  St.  232;  Jaudon  vs.  Nat.  aty 

'  Leitch  vs.  Wells,  48  N.  Y.  585;  Bank,  8  Blatchf.  430. 

Wood's  Appeal,  92   Pa.   St.   379;  *Lowry    vs.    Commercial,  etc., 

Prall  vs,  TUt,  28  N.  J.  Eq.  479.  Bank,  Taney's  Dec,  310. 

So   also   Stock-brokers   are   not  And  when  Brokers  have  notice 

negligent  if  they  sell  bonds  at  the  that  an  executor  transfers  stock  to 

instance  of  a  trustee,  who  misap-  secure  a  personal  loan,  they  cannot, 

propriates  the  proceeds,  although  on  purchasing  the  stock,  compel  the 

the  bonds  stood  in  the  name  of  a  corporation  to  transfer  it  to  them, 

prior  deceased  trustee  who  was  also  or  recover  damages  for  its  refusal  to 

executor  of  the  will  imder  which  the  do  so.     Davis  vs.  National  Ea^e 

trust  was  created,  when  it  is  not  Bank,  50  Atl.  Rep.  (R.  I.)  530. 

shown  that  they  were  aware  of  the  •  Wood  vs.  Smith  (s.  c),  92  Pa. 

latter's  death,  or  of  the  then  condi-  St.  379;  Burton's  Appeal,  93  id.  214. 
tion  of  the  trust  property.    Cooper 
vs.  Illinois  &c.  R.  R.  Co.,  38  A.  D.  22. 
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tions,  and  delivered  these  certificates,  with  the  power,  etc., 
to  his  Broker,  who  in  turn  pledged  them  with  another  Bro- 
ker, the  defendant,  to  secure  certain  transactions  between 
them.  In  an  action  by  the  co-executors  of  G.  R.  W.  against 
the  defendant,  it  was  decided  that  they  could  not  recover 
from  the  defendant,  he  having  purchased  in  good  faith,  and 
that  there  was  nothing  to  put  him  upon  an  inquiry.  The 
court  held  that,  if  the  action  had  been  against  the  first 
Broker,  the  plaintiffs  could  have  recovered,  "  for  they  [the 
Brokers]  participated  in  the  wrongful  act  of  G.  R.  W. ;  the 
transaction  itself  gave  them  notice  of  the  misapplication ; 
that  the  fact  of  the  power  of  attorney  being  signed  by 
an  executor  made  the  case  no  different  than  if  it  had 
been  signed  by  the  testator  himself,  an  executor  having 
an  absolute  power  of  disposal  over  personal  effects,  and 
the  hana  fde  alienee  being  perfectly  protected  by  such 
sale."  The  court  distinguished  the  case  from  one  had 
directly  with  trustees,  where  there  is  no  presnmption  of  a 
right  to  sell  it,^  or  from  a  case  where  it  appeared  that  the 
party  dealing  with  an  executor  had  notice  of  the  transac- 
tion.* 

This  decision  was  followed  in  Clemens  vs.  Hecksher," 
in  which  case  it  appeared  that  securities  standing  in  the 
names  of  trustees  were  pledged  by  a  firm  of  Stock-brokers 
(of  which  one  of  the  trustees  was  a  member)  and  the 
pledgees  were  held  liable  to  the  trust  estate. 

And  if  a  corporation  issue  stock  to  a  trustee,  knowing  the 
name  of  the  beneficiary,  it  is  chargeable  with  notice  of  the 
terms  and  limitations  of  the  trust,  and  cannot,  by  any  par- 

1  Duncan  vb.  Jaudon,   15  Wall,       »  Prall  vs.  Hamil,  28  N.  J.  Eq.  66. 
165;  Shaw  vs.  Spencer,  100  Mass.       >  185  Pa.  St.  476. 
382. 
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ticipation  with  the  trustee  in  a  violation  of  the  trust,  defeat 
the  rights  of  the  beneficiary.^ 

The  effect  of  notice  to  a  purchaser,  which  is  intrinsic  to 
the  muniment  of  title,  is  well  exemplified  in  Atkinson  vs. 
Atkinson.'  In  this  case  the  corporation  issued  a  certificate 
to  a  guardian  for  ten  shares  of  stock  in  his  capacity  as  such, 
and  abo  two  other  shares  to  the  same  guardian  without 
qualifying  him  as  such.  His  assignment  of  the  ten  shares 
was  set  aside  because  of  the  notice  to  the  transferee  con- 
tained in  the  certificate,  while  the  transferee  of  the  two 
shares  was  protected  because  he  had  no  notice  or  knowledge 
of  the  violation  of  the  trust. 

2,  Notice  dehors  the  documents  of  title. 

If  one  who  buys  stock  of  an  executor  has  notice  that  it 
belongs  to  the  testator's  estate,  and  actual  knowledge  that 
there  are  other  executors  who  do  not  join,  he  is  thereby  put 
upon  inquiry  as  to  the  propriety  of  the  sale;  and,  if  he 
omits  such  inquiry,  will  be  decreed  to  return  the  stock  to 
the  estate  discharged  from  the  lien  of  his  advances.^ 

If  a  person  buys  stock  from  one  whom  he  knows  to  be 
acting  in  an  official  capacity,  he  is  chargeable  with  notice  of 
the  legal  duty  imposed  by  law  upon  such  official— e.  g.,  he  is 
bound  to  know  that  an  administrator  is  required  by  law  to 
sell  at  public  sale.^ 

A  purchaser  of  stock  is  not  chargeable  with  notice  of  a 
by-law,  however,  which  the  corporation  has  no  authority  to 
make  either  by  its  act  of  incorporation  or  by  general  law ; 

*Loring  vs.  Salisbury  Mills,  125  Qark,  22Ch.  Div.  830;Siinmons  vs. 
Mass.  138.  Bank,    (1891)    1   Ch.   270;   Society 

'90  Mass.  15.  G^n^rale  vs.  Walker,  11  App.  Caa. 

•Ellis's  Appeal,  8  Week.  Notes   20. 
Cas.  538.     And  see  Roots  vs.  Wil-       *  Nutting  vs.  Thomason,  46  G». 
liamson,  38  Ch.  D.  485;  France  vs.   34. 
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and  is  not  put  upon  inquiry  for  a.  lien  declared  by  such  law 
arising  out  of  the  indebtedness  of  the  seller  of  the  stock  to 
the  corporation.*  But  he  is  chargeable  with  notice  of 
original  articles  of  association,  which  have  been  adopted 
into  the  charter  of  the  corporation,  providing  that  a  share- 
holder should  not  transfer  his  stock  as  long  as  he  was  in- 
debted to  the  corporation.*  'Where  the  owner  of  stock 
delivers  the  certificate  to  his  pledgee  with  a  power  to  trans- 
fer it,  the  fact  that  his  name  is  in  the  certificate  is  not 
notice  of  his  rights  as  against  third  persons,  who  take  it  for 
value  from  the  pledgee.' 

In  Crocker  vs.  Crocker  *  the  firm  of  L.  &  Co.  advanced 
moneys  to  one  of  the  partners,  Stephen  Crocker,  and  took 
as  security  certain  shares  of  stock  which  they  knew  he  held 
in  trust  for  his  brother,  and  not  in  his  own  right ;  there- 
fore, as  against  the  cestui  que  trust,  they  took  nothing  by 

the  fraudulent  transfer. 
In  Jaudon  vs.  National  Citv  Bank '  the  transaction  of  loan 

indicated  that  the  transfei*ee  of  stock  was  not  selling  the 

same  in  the  ordinary  course  of  his  business  as  trustee,  but 

that  he  was  borrowing  money  for  his  private  use  on  a 

pledge  of  trust  property  ;  and  therefore  they  were  obliged 

to  disgorge. 

And  Stock-brokers  do  not  become  the  honafde  holders  of 
certificates  of  stock  belonging  to  a  customer  of  a  bank  and 
pledged  with  them  by  the  cashier  of  the  bank  (after  trans- 

*  Driscoll  vs.  West  Bradley,  etc.,  with  act  of  incorporation.  Cum- 
Mfe.  Co.,  59  N.  Y.  96.  mings  vs.  Webster,  43  Me.  192;  Bar- 

» Leggett  vs.  Bank  of  Sing  Sing,  rett  vs.  Union  Mutual  Ins.  Co.,  61 
24  N.  Y.  283;  McDowell  vs.  Bank  of  Mass.  181. 

Wilmington,  etc.,  2  Del.  1;  Union       » Felt  vs.  Heye,  23  How.  Pr.  359. 
Bank  vs.  Laird,  2  Wheat.  390.    And       *  31  N.  Y.  507. 
of  by-laws   passed   in   accordance       '8  Blatchf.  430. 
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fer  to  his  name)  to  secure  a  call  loan  (at  exorbitant  interest), 
which  he  alleged  was  for  the  bank,  but  which  in  reality  he 
obtained  for  himself.  The  cashier  had  been  buying  and 
carrying  stocks  on  margin  through  the  Stock-brokers  for 
several  years,  and  this  fact,  coupled  with  the  unusual  cir- 
cumstance that  a  bank  would  borrow  a  large  sum  at  an 
usurious  rate  of  interest,  charged  the  Brokers  with  the  duty 
of  making  inquiries,  which  they  wholly  neglected.^ 

In  Merchants'  Bank  vs.  Livingston '  it  appeared  that  de- 
fendant L.  delivered  to  defendant  B.  a  certificate  of  stock  as 
collateral  for  a  loan  of  f  3,000.  B,  applied  to  W.,  plaintiff's 
agent,  for  a  loan  thereon  of  $8,000,  stating  that  he  wanted 
it  for  a  Client.  W.  agreed  to  make  the  loan  if  B.  would 
procure  a  proper  power  of  attorney  to  be  attached  to  the 
certificate.  B.,  by  representing  that  he  ought  to  have  the 
instrument  to  secure  his  loan,  procured  from  L.  a  transfer 
and  irrevocable  power  of  attorney  to  make  a  transfer  exe- 
cuted in  blank.  B.  filled  up  the  blanks  save  the  name  of 
transferee  and  attorney,  and  delivered  it  with  the  certificate 
to  W.,  who  thereupon  made  the  loan.  B.  had  no  authority 
from  L.  to  borrow  or  to  pledge  the  stock.  In  an  action  to 
foreclose  plaintiffs  alleged  lien  upon  the  stock — held,  that 
as  B.  did  not  claim  to  be  the  owner  of  the  stock,  but 
only  to  be  acting  as  agent  for  the  owner,  and  as  he  had,  in 
fact,  no  authority  or  apparent  authority  so  to  act,  L.  was 
not  estopped  from  asserting  his  title  to  the  stock,  and  plain- 
tiff could  not  assert  a  lien  save  at  most  for  the  amount  for 
which  the  stock  was  pledged  to  B. ;  that  while  the  transfer 
and  power  of  attorney  gave  to  B.  an  apparent  ownership  in 
case  he  had  claimed  title  or  an  apparent  authority  to  sell  as 

»  WiUiamson  vs.  Mason,  12  Hun,       >  74  N.  Y.  223. 
97,  105. 
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agent,  it  did  not  hold  him  out  as  authorized  to  make  a  loan 
or  to  pledge  the  stock,  or,  at  most,  it  only  indicated  that  be 
could  pledge  the  stock  for  an  authorized  loan.  The  court 
said :  "  If  he  [B.]  had  been  authorized  by  L.  to  borrow  the 
money,  he  could  probably  have  pledged  the  stock  in  his 
possession  to  secure  it.  And  he  could  have  taken  the  cer- 
tificate and  power  of  attorney  and  gone  into  the  market 
claiming  to  act  as  the  agent  of  the  plaintiff,  and  have  sold 
the  stock  and  given  a  good  title.  The  possession  of  the 
certificate  and  full  power  of  attorney  would  have  given  him 
the  apparent  authority  to  sell."^ 

3.  Gases  in  which  the  bona  fide  purchaser  or  holder  etc- 
quires  the  right  to  hold  the  certificate  hy  reason  of  the  negli- 
gence  or  carelessness  of  the  ovmer. 

The  owner  of  stock  certificates  may  also  lose  his  title  to 
the  same  by  his  own  negligence  or  carelessness  in  respect 
thereto,  the  rule  of  law  being  that,  where  one  of  two  in- 
nocent persons  must  suffer  by  the  fraud  or  negligence  of  a 
third,  whichever  has  accredited  him  must  bear  the  loss.' 
And  a  question  as  to  whether  it  was  negligence  in  the  plain- 
tiffs to  leave  their  certificates  with  their  clerk  or  bookkeeper, 
so  that  the  latter  could  fill  in  the  blanks  and  transfer  them 
to  innocent  purchasers,  is  one  for  the  jury."  A  few  of  the 
leading  cases  will  fully  illustrate  the  rule  upon  this  sub- 
ject. 

In  Davis  vs.  Bank  of  England  *  Best,  C.  J.,  says  :  "  It  has 
ever  been  an  object  of  the  legislature  to  give  facility  to 
the  transfer  of  shares  in  the  public  funds.     This  facility 

*  See  also  Porter  vs.  Parks,  49  N.  2  Week.  Notes  Cas.  (Pa.)  322;  Mun- 

Y.  564,  which  is  a  case  of  actual  dorff  vs.  Wickersham,  63  Pa.  St.  87. 

notice.  '  AuU  vs.  Colket,  supra. 

'  Aull  vs.  Colket,  33  Leg.  Int.  44;  *  2  Bing.  393,  408. 
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of  transfer  is  one  of  the  advantages  belonging  to  this  species 
of  property,  and  this  advantage  would  be  entirely  destroyed 
if  a  purchaser  should  be  required  to  look  to  the  regularity 
of  the  transfers  to  all  the  various  persons  through  whom 
such  stock  had  passed.  Indeed,  from  the  manner  in  which 
stock  passes  from  man  to  man,  from  the  union  of  stocks 
bought  of  different  persons  under  the  same  name,  and  the 
impossibility  of  distinguishing  what  was  regularly  trans- 
ferred from  what  was  not,  it  is  impossible  to  trace  the  title 
of  stock  as  you  can  that  of  an  estate."  These  views  are 
well  illustrated  by  the  history  of  the  Bank  of  England 
stock.  There  was  a  time  when  the  Bank,  in  dealing  with 
executors  or  trustees  under  a  will,  had  to  take  cognizance 
of  the  will  and  of  the  limitations  of  the  trust  therein  con- 
tained ;  but  this  became  so  onerous  when  almost  every 
man  in  the  kingdom  became  the  owner  of  its  stock  that  a 
relaxation  of  the  rule  became  a  necessity.  As  was  re- 
marked by  the  Lord  Chancellor,  in  Hartga  vs.  Bank  of  Eng- 
land,* "  All  the  former  strictness  of  practice  in  the  Bank 
could  not  have  prevented  the  stock  from  being  put  into  the 
name  of  Stonehouse  [executor] ;  when  once  put  into  his 
name,  to  which  he  was  distinctly  entitled,  could  the  Bank 
look  farther  aud  inquire  whether  the  stock  standing  in  his 
name  was  trust  stock  ?  If  so,  the  Bank  would  be  charged 
with  all  the  trusts  in  the  kingdom.  It  was  enacted  by  1 
Geo.  I.  c.  19,  that  such  portion  of  a  will  as  related  to  the 
disposition  of  stock  should  be  registered  in  the  office  of  the 
chief  accountant  of  the  Bank  of  England ;  and  in  default 
thereof  the  Bank  need  take  no  notice  of  it,  but  might  allow 
the  executor  full  control  as  to  the  transfer  and  disposition 

» 3  Ves.  56. 
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